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EXECUTIVE SUMMARY
ARIZONA PUBLIC SERVICE COMPANY
DOCKET NOS. E-01345A-16-0036 AND E-01345A-16-0123

Staff’s testimony contains analysis and recommendations regarding Arizona Public Service
Company’s (“APS”) request for the elimination or waiver of certain compliance requirements.

Staff recommends the following:

The following Retail Electric Competition Rules be suspended until further order of
the Commission:

o Annual Electric Competition Filing (R14-2-1613 (A)

o Annual Consumer Information Label (R14-2-1617 (A), (C), (D) and (G))

APS be granted a waiver of the annual report listing all existing Net Metering
Facilities, the inverter power rating or generator rating, the monthly amount of
energy delivered and the peak demand for each net metering facility as required by
R14-2-2308 but should continue to collect and maintain this information in
anticipation of providing it upon possible Staff request.

APS be relieved of the requirement included in Decision No. 68112, dated
September 9, 2005, ordering it to continue to participate in benchmarking studies
that compare its practices to other utilities in the industry and to provide that
benchmarking analysis to the Commission and Staff.

APS be relieved of the requirement included in Decision No. 68645, dated April 12,
2006, ordering it to annually file with Docket Control reports that detail the load
shape of the participants served under experimental rates ET-2 and ECT-2.

APS be relieved of the requitement included in Decision No. 69569, dated May 21,
2007, ordering it to update the three Schedule 8 (bill estimation schedule) allocation
data sets it uses for estimating kWh and kW for 1) Summer and Winter on-peak
energy usage percentages by customer classifications, 2) Load Factor percentages by
customer classifications and 3) Energy Usage kWh per day by customer
classifications.

APS be relieved of the requirement that it file the report described in the Ordering
Paragraph found in Decision No. 70531, dated September 30, 2008, that it include in
its annual Renewable Energy Standard and Tariff (“REST”) implementation plan
filing information describing, pursuant to the terms of the Solana Purchase Power
Agreement, the amount of any damage payment collected, the cause for the
collection and how the amount was calculated on page 22, lines 1-6.

APS be relieved of the requirement included in Decision No. 71244, dated August 6,
2009, ordering it to annually submit a report detailing the transmission plant or other
costs underlying the Transmission Cost Adjustor (“TCA”) reset.




APS be relieved of the requirement included in Decision No. 71275, dated
September 17, 2009, ordering it to annually report the actual metered production of
performance meters installed at schools that received an up-front incentive to
purchase a renewable energy system and not report any phantom Renewable Energy
Credits in connection with those systems.

APS be relieved of the requirement included in Decision No. 71448, dated
December 30, 2009, ordering it to establish a carbon tracking mechanism designed
to track and set aside all carbon credits generated from its non-catbon emitting
generation fleet, including renewable energy and energy efficiency projects identified
in the Settlement Agreement.

APS be relieved of the requitement included in Decision No. 71448, dated
December 30, 2009, ordering it to, prior to the implementation of any off shoring of
jobs, file notice of its plans with the Commission.

APS be relieved of the requitement included in Decision No. 71958, dated
November 1, 2010, ordering it to notify the Commission as part of all future
Renewable Energy Standard (“RES”) Implementation Plans, whether the inclusion
of the Freeport-McMoRan Bagdad, Inc. project in APS’s commercial Distributed
Energy (“DE”) program has precluded any other non-residential renewable DE
system from receiving utility incentives.

APS be relieved of the requirement included in Decision No. 72022, dated
December 10, 2010, ordering it to file a one to two page RES summary that will
accompany the filings required in Arizona Administrative Code (“A.A.C.”) R14-2-
1812 (Compliance Filings) and R14-2-1813 (Implementation Plans) and a
PowerPoint presentation of the REST filing.

APS be relieved of the requirement included in Decision No. 72022, dated
December 10, 2010, ordering it to include, as part of future annual REST plan
filings, whether its affiliates, its employees or its directors have any financial or other
interest in renewable energy projects.

APS be relieved of the requirement that it file the report described in the Ordering
Paragraph found in Decision No. 72058, dated January 6, 2011, that it include in its
annual Renewable Energy Standard and Tariff (“REST”) implementation plan filing
information describing, pursuant to the terms of the Perrin Ranch Purchase Power
Agreement, the amount of any damage payment collected, the cause for the
collection and how the amount was calculated on page 10, lines 25-28.

APS be relieved of the requirement included in Decision No. 72582, dated
September 15, 2011, ordering it to file annual reports, beginning in May 2012,
detailing the development of the Electric Vehicle (“EV”) market with APS’s service
territory.



APS be relieved of the requirement included in Decision No. 73089, dated April 4,
2012, ordering it to present an overview of its Annual DSM Progress Report to the
Commission at a spring (April or May) DSM Open Meeting to be scheduled within
60 days of APS filing its Annual DSM Progress Report on March 1 of each year.

APS be relieved of the requirement included in Decision No. 73089, dated April 4,
2012, ordering it to report the level of spending associated with non-energy
efficiency measures in the Appliance Recycling program as part of the included
information in its Annual DSM Progress Reports.

APS be relieved of the requirement included in Decision No. 73089 ordering it to
report detailed information on how savings from the Bid for Efficiency pilot
measure are verified as part of the included information in its Annual DSM Progress
Reports.

APS not be relieved of the requirement included in Decision No. 68112 ordering it
to conduct an audit of APS’s kW and kWh estimation, meter reading, and billing
practices, have the results certified by APS’ Director of Regulatory Compliance and
provide those results to the Commission and Staff every three years.

APS not be relieved of the requirement included in Decision No. 71310, dated
October 30, 2009, ordering it to, in order to ensure that the key findings from the
Nuclear Performance Reporting Standard (“NPRS”) for Palo Verde are highlighted
each year, annually present those key findings to the Commissioners at the
Commission’s annual Summer Preparedness meeting.

APS not be relieved of the requirement included in Decision No. 71310 ordering it
to annually report the capacity factor (“CF”) and associated information for its Palo
Verde units.

APS not be relieved of the requirement included in Decision No. 73089 ordering it
to include in its Annual DSM Progress Reports whether, and what type of, DSM
measures are installed by customers subsequent to the receipt of study or design
assistance incentives.
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INTRODUCTION

Q. Please state your name, occupation, and business address.

A. My name is Matt Connolly. 1 am an Executive Consultant II employed by the Arizona

Cotporation Commission (“ACC” or “Commission”) in the Utilities Division (“Staff”). My

business address is 1200 West Washington Street, Phoenix, Arizona 85007.

Q. Briefly describe your responsibilities as an Executive Consultant II.
A. I provide information, analysis and support to Staff on utility-related filings, applications and

a variety of other utility-related matters.

Q. Please describe your educational background and professional experience.
A. I received a Bachelor of Arts Degree in History from Westminster College in Fulton,

Missouti.

Since joining the Commission in June of 2014, 1 have participated in numerous cases and
regulatory proceedings involving electric, gas, water, and telecommunication utilities. I have
testified on matters involving telecommunications applications for Certificates of
Convenience and Necessity and a Rulemaking. Additionally, I have attended utility-related
seminars sponsored by the National Association of Regulatory Utility Commissioners
(“NARUC”) and the National Regulatory Research Institute (“NRRI”) on a variety of utility
regulation matters. I previously provided testimony regarding a request for elimination of

compliance requirements in Docket No. E-01933A-15-0322.

! See, Notice of Filing Staff’s Direct Testimony Regarding Rate Design and Cost of Service, June 24, 2016, In the matter of
the application of Tucson Electric Power Company for the establishment of just and reasonable rates and charges designed to realize a
reasonable rate of refurn on the fair value of the properties of Tucson Electric Power Company devoted to its aperations throughout the state of
Arizona and for related approvals.




10
11
12
13
14
15
16
17
18
19
20
21
22

Direct Rate Design Testimony of Matt Connolly
Docket No. E-01345A-16-0036 et. al.
Page 2

Q.

As part of your employment responsibilities, were you assigned to review matters
contained in Docket No. E-01345A-16-0036?

Yes.

What is the scope of your testimony in this case?
I am presenting Staff's analysis and recommendations in response to Arizona Public Service

Company’s (“APS”) request for the waiver or elimination of a number of compliance items.

COMPANY REQUESTED COMPLIANCE ITEMS TO BE ELIMINATED

Q.

A.

APS has requested to be relieved of compliance with certain Retail Electric
Competition Rules. Specifically, APS requests to be relieved of filing the report on
electric competitive services per the Annual Electric Competition Filing required by
R14-2-1613(A) and the Annual Consumer Information Label as requited by R14-2-1617.
Does Staff believe APS should be granted this request?

Yes. Staff notes that the Consumer Information Label is specifically addressed in R14-2-1617
(A), (C), (D) and (G). APS based its request on the fact that there is no electric competition in
Arizona at this time, and thus the reason for the required filings no longer exists, and the
information provided in the required reports can already be found in other required reports
such as the utility annual report and the annual IRP filing. Staff agrees with APS and
recommends that the requirement for the filings discussed above be suspended for APS until

further order of the Commission.
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A.

A,

APS has requested to be relieved of the requirement that it file an annual report listing
all existing Net Metering Facilities, the inverter power rating or generator rating, the
monthly amount of energy delivered and the peak demand for each net metering
facility as required by R14-2-2308. Does Staff believe APS should be granted this
request?

Yes, with a caveat. APS states that as of December 31, 2015, it has had over 40,500 net
metering connections, including both residential and non-residential. APS believes the
information provided in this report is redundant, and the annual compliance reports it
currently provides under the Renewable Energy Standard and Tariff Rules provide similarly
substantial information. Staff believes APS should be granted a waiver of the R14-2-2308
requirement to file the annual report but should continue to collect and maintain this

information in anticipation of providing it upon possible Staff request.

APS has requested to be relieved of the requirement included in Decision No. 70531,
dated September 30, 2008, that it include in its annual Renewable Energy Standard
and Tariff (“REST”) implementation plan filing information describing, pursuant to
the terms of the Solana Purchase Power Agreement, the amount of any damage
payment collected, the cause for the collection and how the amount was calculated.
APS states this is a redundant requirement as Decision No. 72022, dated December
10, 2010, orders APS to report any damages or other considerations received as a result
of REST PPA contract non-compliance. Does Staff believe APS should be granted
this request?

The language of Decision No. 72022 orders APS to include, as part of future annual REST
plan filings, a list of any cases within the previous three calendar years where APS has
received damages or other considerations as a result of non-compliance related to REST

contracts. Staff agrees with APS that this is a redundant requirement when compared with
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A.

the ordering language from Decision No. 70531 and believes APS should be relieved of this

requirement.

APS has requested to be relieved of the requirement included in Decision No. 72058,
dated December 16, 2011, that it include in its annual REST implementation plan
filing information describing, pursuant to the terms of the Perrin Ranch Purchase
Power Agreement, the amount of any damage payment collected, the cause for the
collection and how the amount was calculated. APS states this is a redundant
requirement as Decision No. 72022, dated December 10, 2010, orders APS to report
any damages or other considerations received as a result of REST PPA contract non-
compliance. Does Staff believe APS should be granted this request?

The language of Decision No. 72022 orders APS to include, as part of future annual REST
plan filings, a list of any cases within the previous three calendar years where APS has
received damages or other considerations as a result of non-compliance related to REST
contracts. Staff agrees with APS that this is a redundant requirement when compared with
the ordering language from Decision No. 72058, and believes APS should be relieved of this

requirement.
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A.

APS has requested to be relieved of the requirement included in Decision No. 71275,
dated September 17, 2009, ordering it to annually report the actual metered production
of performance meters installed at schools that received an up-front incentive (“UFI”)
to purchase a renewable energy system and not report any phantom Renewable
Energy Credits in connection with those systems. APS states these systems were all
installed in 2010 in accordance with the program where residential incentive funds
were transferred to school projects and that this requitrement is now redundant as APS
is required to report only actual production after the first year for all projects. Does
Staff believe APS should be granted this request?

Yes. In response to a Staff informal data request, APS clarified that the tedundant reporting
refers to Paragraph 32 in Decision No.72737 (January 18, 2012), where the Commission
required APS to report actual annual production of grid-tied photovoltaic systems after the
year in which the system was installed. APS goes on to state that it was required to report
actual annual production for the grid-tied photovoltaic systems installed as a result of the
2009 School UFI program because, at the time, APS did not meter all systems and today,
photovoltaic systems have production meters installed, and actual annual production is
reported for all metered systems for compliance purposes. Staff agrees with APS’s reasoning,
that the reporting requirement in Decision No. 71275 is therefore now redundant and

recommends that this compliance relief request be granted.

APS has requested to be relieved of the requitement included in Decision No. 71244,
dated August 6, 2009, ordering it to annually submit a report detailing the
transmission plant or other costs underlying the Transmission Cost Adjustor (“TCA”)
teset. The report is broken down by the projects and the Operation and Maintenance
related to those projects along with any other information that would help the

Commission and ratepayers determine how and where the TCA funds are spent. The
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report also includes the projects and operation and maintenance expense that APS
believes will be included in the following year’s TCA reset. APS states that this report
was made redundant by the reporting requirements contained in Decision Nos. 73262
and 73183. Does Staff believe APS should be granted this request?

Yes. Decision No. 71244 requires APS to prepare a report each year detailing the
transmission plant or other costs underlying the TCA reset request, and docket the report
with APS’s application for a TCA reset. Decision No. 73183, dated May 24, 2012, includes a
Settlement Agreement, labeled Exhibit A. Section XIII, Transmission Cost Adjustment
Mechanism, 13.3 of Exhibit A requires APS to file a notice with Docket Control that includes
its revised TCA tariff, along with a copy of its FERC information filing of its annual update
of transmission service rates pursuant to its Open Access Transmission tariff (“OATT”).
This notice is to be filed with the Commission by May 15 of each year. Additionally, Page 7,
Lines 1-3 i Decision No. 73262, dated July 30, 2012, requites APS to include in its annual
filing to update its Adjustment Schedule TCA-1 a summary sheet containing the numerical
inputs to the new TCA-1 rates as listed in Finding of Fact No. 5. Finding of Fact No. 5 states
that these numerical inputs should include the information contained in the tables in Decision
No. 73262 as well as the revenue requirement and billing determinant information for the
four customer groups found in TCA-1. The tables in Decision No. 73262 include the
transmission costs embedded in base rates, the cutrent and proposed TCA rates and the
difference in the two TCA rates. In response to an informal Staff Data Request, APS states
that the supporting data required by these decisions include the same data required by the
reporting requirement in Decision No. 71244 and therefore believes that the initial
compliance requirement (in Decision No. 71244) is now redundant. Staff agrees with APS
that this is a redundant requirement when compared with the ordering language from

Decision No. 71244 and believes APS should be relieved of this requirement.
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APS has requested to be relieved of the requirement included in Decision No. 71310,
dated October 30, 2009, ordering it to, in order to ensure that the key findings from
the Nuclear Performance Reporting Standard (“NPRS”) for Palo Verde are
highlighted each year, annually present those key findings to the Commissioners at
the Commission’s annual Summer Preparedness meeting. APS states that this
requirement is redundant as APS’s Summer Preparedness presentations provide an
overview of all APS’s generating plants. Does Staff believe APS should be granted
this request?

No. In APS’s most recent summer 2016 Energy Preparedness Special Open Meeting
Presentation (“Presentation”), a single page dedicated to Palo Verde includes information
regarding fuel sourcing and an overall station capacity factor for 2015. APS filed its most
recent NPRS in Docket E-01345A-09-0506 on January 27, 2016. This NPRS includes
detailed information such as the capacity factor calculations for each generating unit, capacity
unit forecasts, discussion of any known and/or anticipated extraordinary events or equipment
problems that could reduce the capacity factor and discussion of any regulatory issues that
could reduce capacity factors. The only other discussion in the Presentation regarding
generating plants is a single page discussing coal supply to the Four Cotners and Cholla
Power Plants. Given that APS is actually only reporting on one key NPRS finding, the
overall station capacity factor, and the reason the Presentation provides an overview of all
APS’s generating plants is because it includes mention of Palo Verde, Staff believes this

compliance request should be denied.

APS has requested to be relieved of the requirement included in Decision No. 68112,
dated September 9, 2005, ordering it to continue to participate in benchmarking
studies that compare its practices to other utilities in the industry and to provide that

benchmarking analysis to the Commission and Staff. APS states that this
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requirement is no longer necessary as APS representatives participate in industry
associations and working groups that regularly shate information on these issues and
benchmarking studies do not provide any additional information. Does Staff believe
APS should be granted this request?

Yes. In response to a Staff informal data request, APS stated it last filed a Benchmarking
Study in this matter on May 28, 2008. APS also stated it participates in various industry
associations and working groups that include the Edison Electric Institute (EEI) and
Chartwell, a utility industry information provider, which provides platforms for collaboration
on a variety of specific issues including customer billing and that it regularly participates in
benchmarking studies and other information shating forums with both of these associations.
Staff is of the opinion that since the Commission has not held APS to the requirement that it
continue to provide a benchmarking analysis, this requirement is no longer active.
Additionally, as Staff is recommending that APS continue to provide an audit of APS’s kW
and kWh estimation, meter reading, and billing practices (see below), 2 benchmarking analysis

is unnecessary.
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Q.

APS has requested to be relieved of the requirement included in Decision No. 68112,
dated September 9, 2005, ordering it to conduct an audit of APS’s kW and kWh
estimation, meter reading, and billing practices, have the results certified by APS’s
Director of Regulatory Compliance and provide those results to the Commission and
Staff every three years. APS states that the audits are no longer necessaty as three (3)
consecutive audits have shown APS’s practices are robust and function as intended
and the audits have found no significant issues needing review or additional
discussion. Does Staff believe APS should be granted this request?

No. Staff is of the opinion that this requirement should remain in place to ensure APS’s
estimation, meter reading billing practices do not degrade as a result of the implementation of

APS’s new billing system.

APS has requested to be relieved of the requirement included in Decision No. 68645,
dated April 12, 2006, ordering it to annually file with Docket Control reports that detail
the load shape of the participants served under experimental rates ET-2 and ECT-2.
APS states that specific reporting is no longer necessary as the ET-2 and ECT-2 rates
are now permanent and addressed in general rate cases. Does Staff believe APS
should be granted this request?

Yes. Staff has the option and ability to request load shapes from APS at any time it

determines it requires this information.

APS has requested to be relieved of the requirement included in Decision No. 69569,
dated May 21, 2007, ordering it to update the three Schedule 8 (bill estimation
schedule) allocation data sets it uses for estimating kWh and kW for 1) Summer and
Winter on-peak energy usage percentages by customer classifications, 2) Load Factor

percentages by customer classifications and 3) Energy Usage kWh per day by
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A.

customer classifications. Updates were ordered to occur through general rate case or
tariff filings, whichever comes first, within three months of any changes in these data
that are greater than 5 percent as determined by APS’s annual Load Research data.
APS states that this requirement is no longer necessary as the allocation data have
only changed once by more than 5 percent since the bill estimation procedures were
developed and there is no reason to expect they will change significantly in the future.
Does Staff believe APS should be granted this request?

Yes. On December 3, 2015, APS filed an application in Docket No. E-01345A-15-0386 to
revise its Service Schedule 8 — Bill Estimation in order to conform with the standard
methodology used in its new customer information and billing system software. This
application was subsequently approved per Decision No. 75752, dated September 19, 2016.
In response to Staff’s question concerning the impact of Decision No. 75752 on this
compliance relief request, APS indicated it believes that with the implementation of its new
customer information system APS will no longer use allocation data in the estimation process
and that Decision No. 75752 makes this requirement irrelevant as a revised Schedule 8 for
Bill Estimation has been approved and will take effect in March of 2017. Staff agrees with

APS and believes the requirement included in Decision No. 69569 should be eliminated.

APS has requested to be relieved of the requirement included in Decision No. 71310,
dated October 30, 2009, ordering it to annually report the capacity factor (“CF”) and
associated information for its Palo Verde units. APS states that reporting on CF is no
longer necessary as the capacity factor at Palo Verde has improved steadily since the
standard was developed. Does Staff believe APS should be granted this request?

No. The requirement ordered in Decision No. 71310 was, according to the Findings of Fact
in this Order, put in place so that the Commission would be able to have the necessary

information in order to determine if underperformance problems at the Palo Verde Nuclear
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Power Plant may be attributed to imprudence or poor management decisions. It was
determined that the Nuclear Performance Reporting Standard would provide such
information. In response to an informal Staff data request, APS stated that the Commission
and ACC Staff have many opportunities to monitor Palo Verde’s performance, most notably
the daily status report produced by Palo Verde that is provided each day to ACC Staff
engineers, and that APS also provides status reports to the Commission and Staff in the
Commission’s Summer Preparedness Open Meeting, the Resource Planning dockets, in rate
cases, and through regularly scheduled individual conversations with Commissioners and
other Commission personnel. APS goes on to state that it seeks to eliminate only the annual
report currently required by the NPRS, as this specific information is provided in many other
forums as detailed above. As indicated earlier, APS filed its most recent NPRS in Docket E-
01345A-09-0506 on January 27, 2016, and this NPRS includes detailed information such as
the capacity factor calculations for each generating unit, capacity unit forecasts, discussion of
any known and/or anticipated extraordinary events or equipment problems that could reduce
the capacity factor and discussion of any regulatory issues that could reduce capacity factors.
It is Staff's view that while, in the view of APS, all of the aforementioned Palo Verde
performance information may appear to eliminate the need for the NPRS, the performance
information is being provided for specific purposes or to meet the requirements of specific
events such as a rate case. Additionally, as Palo Verde could be regarded as the flagship of
APS’s operations as well as carrying the inherent safety concerns of a working nuclear power
plant, Staff does not believe over reporting can be an issue with Palo Verde. Staff

recommends this request be denied.

Q. APS has requested to be relieved of the requirement included in Decision No. 71448,
dated December 30, 2009, ordering it to, prior to the implementation of any off-

shoring of jobs, file notice of its plans with the Commission. The notice is to include
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an analysis demonstrating the need for the off-shoring as well as the other cost
cutting measures APS undertook to reduce expenses prior to filing its off-shoring plan
with the Commission. APS states that the compliance requirement was put into place
at a time when some Arizona utilities were reporting to be considering off-shoring
certain technical operations and was intended to be a preventive measure. Does Staff
believe APS should be granted this request?

A. Yes. In response to a Staff informal data request, APS stated that it does not, has not, and
does not intend to replace full-time employees with any off-shored positions and therefore,
this reporting requirement is unnecessary. Staff has no evidence to believe otherwise and

recommends this compliance request be granted.

Q. APS has requested to be relieved of the requirement included in Decision No. 71448,
dated December 30, 2009, ordering it to establish a carbon tracking mechanism
designed to track and set aside all carbon credits generated from its non-carbon
emitting generation fleet, including renewable energy and energy efficiency projects
identified in the Settlement Agreement. A report on the tracking mechanism, and any
potential for trading of the credits contained within it, is to be filed annually with the
Commission. APS states that this requirement is no longer necessary as it was set in
time when it appeared likely that a federal carbon pricing or cap-and-trade policy
would be enacted but with the implementation of the Clean Power Plan (Plan), no
additional policies are expected. Does Staff believe APS should be granted this
request?

A. Yes. In response to a Staff informal data request, APS indicated that it only participates in
the purchase and surrender of carbon credits when making opportunity wholesale energy
sales into California and that APS must purchase carbon credits to support day-ahead or

Energy Imbalance Market opportunity wholesale energy sales into California, and then
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surrender those carbon credits to the California Air Resources Board (CARB) at the time of
the transaction. APS reiterated that given the current status of the Plan, and the probable
upcoming changes to the Plan, it is unlikely that any national market will develop in the
future. Staff agrees with APS and believes the requirement included in Decision No. 71448,

should be eliminated.

APS has requested to be relieved of the requirement included in Decision No. 71958,
dated November 1, 2010, ordering it to notify the Commission as part of all future
REST Implementation Plans, whether the inclusion of the Freeport-McMoRan
Bagdad, Inc. project in APS’s commercial Distributed Energy (“DE”) program has
precluded any other non-residential renewable DE system from receiving utility
incentives because APS is already in compliance with its non-residential renewable
DE requitements as a result of having signed the Solar Agreement with Freeport-
McMoRan Bagdad, Inc. If APS finds that commercial DE projects will be or were
precluded, APS will also be required to request from the Commission, in future REST
Implementation Plans, additional funding for the commercial systems that would
otherwise be precluded. APS states that this requirement is no longer necessary as
the Commission has eliminated incentives for commercial distributed generation
systems; therefore, the project can no longer preclude the receipt of incentives. Does
Staff believe APS should be granted this request?

Yes. Staff agrees with the reasoning APS provides.

APS has requested to be relieved of the requirement included in Decision No. 72022,
dated December 10, 2010, ordering it to file a one to two page REST summary that
will accompany the filings required in Arizona Administrative Code (“A.A.C.”) R14-2-

1812 (Compliance Filings) and R14-2-1813 (Implementation Plans) and a PowerPoint
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presentation of the REST filing. APS states that when this requirement was
instituted, APS’s REST filings were large and complicated and current Plans only
request a continuation of existing programs (no new programs), are only six (6) to
seven (7) pages in length overall and contain executive summaries. Does Staff believe
APS should be granted this request?

A. Yes. In response to Staff’s informal data request, APS stated that the elimination of the
summaries will not eliminate any information, as all information contained in the summaries

is also contained in the filing itself. Staff agrees with the reasoning APS provides.

Q. APS has requested to be relieved of the requirement included in Decision No. 72022,
dated December 10, 2010, ordering it to include, as part of future annual REST plan
filings, whether its affiliates, its employees or its directors have any financial or other
interest in renewable energy projects. APS states that the status of the renewable
energy markets have evolved since this requirement was instituted. Since APS owns
distributed generation currently, and new incentives are not available, there is no
longer any conflict of interest concern. Does Staff believe APS should be granted this
request?

A. Yes. Staff agrees with the reasoning APS provides. Staff has the option and ability to request

this information from APS at any time.

Q. APS has requested to be relieved of the requirement included in Decision No. 72582,
dated September 15, 2011, ordering it to file annual reports, beginning in May 2012,
detailing the development of the Electric Vehicle (“EV”) market within APS’s service
territory. APS states that its application in Docket No. R-01345A-10-0123* was

intended to compliment the Department of Energy’s EV Project, which APS claims

2 In the Matter of Arizona Public Service Company's Application for Approval of Proposed Electric Vehicle Readiness Demonstration
Project.
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A.

has since run its course. APS also states that the EV market today advances mainly
through private endeavor and thus this report is no longer necessary. Does Staff
believe APS should be granted this request?

Yes. Staff agrees with the reasoning APS provides.

APS has requested to be relieved of the requirement included in Decision No. 73089,
dated April 4, 2012, ordering it to present an overview of its Annual Demand Side
Management (“DSM”) Progress Report to the Commission at a Spring (April or May)
DSM Open Meeting to be scheduled within 60 days of APS filing its Annual DSM
Progress Report on March 1 of each year. APS states that since this requirement was
instituted, the Commission has declined to change the EE rules and the Company
now uses Staffs cost-benefit methodology thus this presentation is no longer
necessary. Does Staff believe APS should be granted this request?

Yes. Staff agrees with the reasoning APS provides.

APS has requested to be relieved of the requirement included in Decision No. 73089,
dated April 3, 2012, ordering it to include in its Annual DSM Progress Reports
whethert, and what type of, DSM measures are installed by customers subsequent to
the receipt of study or design assistance incentives. APS states that this requirement
was intended to ensure that study/design expenses were justified by the customer
actually installing recommended measures and that reports continue to support the
conclusion that study expenses lead to customer projects therefore making this
reporting no longer necessary. Does Staff believe APS should be granted this request?
No. Staff believes evaluation of DSM programs and measures are a continuing and ongoing

process and elimination of this reporting is premature.
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Q. APS has requested to be relieved of the requirement included in Decision No. 73089,
dated April 4, 2012, ordering it to report the level of spending associated with non-
energy efficiency measures in the Appliance Recycling program as part of the
included information in its Annual DSM Progress Reports. APS states that the
Appliance Recycling program has been terminated. Does Staff believe APS should be
granted this request?

A. Yes. Staff believes that APS can be relieved of this requirement until such time that the

Appliance Recycling Program is resurrected.

Q. APS has requested to be relieved of the requitement included in Decision No. 73089,
dated April 4, 2012, ordering it to report detailed information on how savings from the
Bid for Efficiency pilot measure are verified as part of the included information in its
Annual DSM Progress Reports. APS states that the Bid for Efficiency pilot program
was never implemented and therefore this requirement is not necessary. Does Staff
believe APS should be granted this request?

A. Yes. In response to a Staff informal data request, APS revealed that in the latter part of 2012,
when evaluating information from potential contractor responses to an APS Request For
Information, APS found that even the least costly bids would be significantly more expensive
than simply incorporating the concepts of the program into already existing DSM custom
measures. APS also stated that in addition, the cost effectiveness evaluations on the program
as proposed by the contractors showed a Societal Cost Test ratio of less than 1. And
therefore, APS did not pursue the Bid for Efficiency program as a standalone measure, but
rather treated these applications as custom measures in the existing Solutions for Business
program. Staff believes APS’s explanation to be reasonable and recommends that this

compliance relief request be granted.
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SUMMARY OF RECOMMENDATIONS
Q. What are Staff's Recommendations in the testimony presented here?
A. Regarding APS’s proposed request for the waiver or elimination of certain compliance items,

Staff recommends the following:

o The following Retail Electric Competition Rules be suspended until further order of
the Commission:
o Annual Electric Competition Filing (R14-2-1613 (A))

o Annual Consumer Information Label (R14-2-1617 (A), (C), (D) and (G))

. APS be granted a waiver of the annual report listing all existing Net Metering
Facilities, the inverter power rating or generator rating, the monthly amount of energy
delivered and the peak demand for each net metering facility as required by R14-2-
2308 but should continue to collect and maintain this information in anticipation of

providing it upon possible Staff request.

. APS be relieved of the requirement included in Decision No. 68112, dated September
9, 2005, ordering it to continue to participate in benchmarking studies that compare
its practices to other utilities in the industry and to provide that benchmarking

analysis to the Commission and Staff.

® APS be relieved of the requirement included in Decision No. 68645, dated April 12,
2006, ordering it to annually file with Docket Control reports that detail the load

shape of the participants served under experimental rates ET-2 and ECT-2.

. APS be relieved of the requirement included in Decision No. 69569, dated May 21,

2007, ordering it to update the three Schedule 8 (bill estimation schedule) allocation
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data sets it uses for estimating kWh and kW for 1) Summer and Winter on-peak
energy usage percentages by customer classifications, 2) Load Factor percentages by
customer classifications and 3) Energy Usage kWh per day by customer

classifications.

APS be relieved of the requirement that it file the report described in the Ordering
Paragraph found in Decision No. 70531 that it include in its annual Renewable
Energy Standard and Tariff (“REST”) implementation plan filing information
describing, pursuant to the terms of the Solana Purchase Power Agreement, the
amount of any damage payment collected, the cause for the collection and how the

amount was calculated on page 22, lines 1-6.

APS be relieved of the requirement included in Decision No. 71275, dated September
17, 2009, ordering it to annually report the actual metered production of performance
meters installed at schools that received an up-front incentive to purchase a renewable
energy system and not report any phantom Renewable Energy Credits in connection

with those systems.

APS be relieved of the requirement included in Decision No. 71448, dated December
30, 2009, ordering it to establish a carbon tracking mechanism designed to track and
set aside all carbon credits generated from its non-carbon emitting generation fleet,
including renewable energy and energy efficiency projects identified in the Settlement

Agreement.

APS be relieved of the requirement included in Decision No. 71448, dated December
30, 2009, ordering it to, prior to the implementation of any off-shoring of jobs, file

notice of its plans with the Commission.




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Direct Rate Design Testimony of Matt Connolly
Docket No. E-01345A-16-0036 et. al.
Page 19

APS be relieved of the requitement included in Decision No. 71958, dated November
1, 2010, ordering it to notify the Commission as part of all future REST, whether the
inclusion of the Freeport-McMoRan Bagdad, Inc. project in APS’s commercial
Distributed Energy (“DE”) program has precluded any other non-residential

renewable DE system from receiving utility incentives.

APS be relieved of the requirement included in Decision No. 72022, dated December
10, 2010, ordering it to file a one to two page RETS summary that will accompany the
filings required in Arizona Administrative Code (“A.A.C.”) R14-2-1812 (Compliance
Filings) and R14-2-1813 (Implementation Plans) and a PowerPoint presentation of

the REST filing.

APS be relieved of the requitement included in Decision No. 72022, dated December
10, 2010, ordering it to include, as part of future annual REST plan filings, whether its
affiliates, its employees or its directors have any financial or other interest in

renewable energy projects.

APS be relieved of the requirement that it file the report described in the Ordering
Paragraph found in Decision No. 72058 that it include in its annual Renewable
Energy Standard and Tariff (“REST”) implementation plan filing information
describing, pursuant to the terms of the Perrin Ranch Purchase Power Agreement,
the amount of any damage payment collected, the cause for the collection and how

the amount was calculated on page 10, lines 25-28.
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APS be relieved of the requirement included in Decision No. 72582, dated September
15, 2011, ordering it to file annual reports, beginning in May 2012, detailing the

development of the Electric Vehicle (“EV”) market within APS’s service territory.

APS be relieved of the requirement included in Decision No. 73089, dated April 4,
2012, ordering it to present an overview of its Annual DSM Progress Report to the
Commission at a spring (April or May) DSM Open Meeting to be scheduled within 60

days of APS filing its Annual DSM Progress Report on March 1 of each year.

APS be relieved of the requirement included in Decision No. 73089, dated April 4,
2012, ordering it to report the level of spending associated with non-energy efficiency
measures in the Appliance Recycling program as patt of the included information in

its Annual DSM Progress Reports.

APS be relieved of the requirement included in Decision No. 73089, dated April 4,
2012, ordering it to report detailed information on how savings from the Bid for
Efficiency pilot measure are verified as part of the included information in its Annual

DSM Progress Repotts.

APS not be relieved of the requirement included in Decision No. 68112, dated
September 9, 2005, ordering it to conduct an audit of APS’s kW and kWh estimation,
meter reading, and billing practices, have the results certified by APS’ Director of
Regulatory Compliance and provide those results to the Commission and Staff every

three years.
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No. E-01345A-16-0036 et. al.

@ APS not be relieved of the requirement included in Decision No. 71310, dated
October 30, 2009, ordering it to, in order to ensure that the key findings from the
Nuclear Performance Reporting Standard (“NPRS”) for Palo Verde are highlighted
each year, annually present those key findings to the Commissioners at the

Commission’s annual Summer Preparedness meeting.

o APS not be relieved of the requirement included in Decision No. 71310, dated
October 30, 2009, ordering it to annually report the capacity factor (“CF”) and

associated information for its Palo Verde units.

. APS not be relieved of the requirement included in Decision No. 73089, dated April
3, 2012, ordering it to include in its Annual DSM Progress Reports whether, and what
type of, DSM measures are installed by customers subsequent to the receipt of study

or design assistance incentives.

Does this conclude Staff’s direct rate design testimony?

Yes, it does.
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EXECUTIVE SUMMARY
ARIZONA PUBLIC SERVICE COMPANY
DOCKET NOS. E-01345A-16-0036 AND E-01345A-16-0123
DIRECT RATE DESIGN TESTIMONY OF
STAFF WITNESS RALPH C. SMITH

Mr. Smith’s direct testimony on rate design on behalf of the Arizona Corporation
Commission Utllities Division Staff (“Staff) reviews Arizona Public Service Company’s (“APS” or
“Company”) proposals for cost of service, revenue allocation, and rate design. Mr. Smith also
addresses the rates proposed by APS for Service Schedule 1 and for Service Schedule 9, the APS-
proposed Economic Development rate discount program. His rate design testimony also addresses
the APS-proposed modifications to various rate surcharge mechanisms, including the Lost Fixed
Cost Recovery mechanism (“LFCR”), the Environmental Improvement Surcharge ("EIS"), and the
Transmission Cost Adjustment ("TCA"). Finally, Mr. Smith’s testimony also addresses the current
AG-1 program of APS and other rate design issues referred to this docket relating to AMI Meters.

Mr. Smith’s testimony begins by discussing Staff’s Rate Design Plan. Mr. Smith discusses
the fact that utilities that have installed AMI often develop meter data management systems that
allow for the extraction of energy and demand data for billing purposes. This is becoming more
important because residential customers are increasingly becoming non-homogenous with
differences in how they obtain energy (distributed generation and other forms) and different
lifestyles, demographics, and work patterns. Staff’s rate plan has been informed by recent rate cases
of other utilities including UNS Electric, Inc. and Tucson Electric Power Company. It has also been
informed by the Commission’s Investigation of the Value and Cost of Distributed Generation. Rate
design options should recognize the concepts of individual customer characteristics, energy,
demand, Time of Use (“TOU”) and seasonality characteristics. All customers should have a choice
of rate plans and should receive education on those various rate plans so that they can make an
informed choice about which rate plan works best for them. Customer education is critical because
of significant customer confusion regarding demand rates and other new rate design concepts that
are now possible because of advanced metering.

APS's current residential rate offerings include a standard two-part rate (E-12) (which has
about 480,000 customers). APS has also been very successful with residential customer voluntary
participation in TOU rates and demand-based rates. APS currently has approximately 450,000
residential customers participating in its TOU rates (ET-1 which is frozen and uses a 9am to 9pm
peak and ET-2, which is open to new customers and has a noon to 7pm peak). APS also has
approximately 120,000 residential customers participating in three-part rates that include a demand
charge. APS's current three-part residential rates include ECT-1R, which is frozen and uses a 9am
to 9pm peak and ECT-2, which is open to new customers and has a noon to 7pm peak. Three-part
tesidential rates are not new to APS. APS has offered a three-part demand rate to residential
customers for more than 35 years and is currently serving approximately 120,000 customers on the
rate.

Staff recommends that APS should conduct an informational and educational campaign,
including providing all residential and small general service customers having AMI meters with their
monthly On-Peak and Off-Peak demands. Staff recommends that the Company offer customers
access to their usage information through a website or other means of access. The Company should
also develop an education program to help customers understand their usage information and how



customers can manage their usage and change the size of their bills by voluntarily selecting an
alternative to a traditional two-part electric service tariff.

Staff’s Rate Design Plan includes the continuation of Two Part Rates which include the
Basic Service Charge and an Energy Rate. The Energy Rate may be based upon TOU. Staff’s Plan
also includes Three Part Rates which consists of a Basic Service Charge, an Energy Rate and a
Demand Rate. Again the Energy Rate under the Three Part Rate incorporates TOU. Time of Use
Rates incorporate the concept of off peak and on peak pricing which gives the customer the ability
to lower his energy bills by using more energy during off peak petiods. A Demand Charge reflects
the customer’s peak usage during a particular period of time when the demand on the system is at its
highest. All of Staff’s rate design proposals are optional and left to customer choice. APS currently
has a successful Three Part Rate offering. Staff recommends that APS continue to offer Three Part
Rates but on a voluntary basis as it has done in the past. Staff also presents General Service Rates,
based on adjusting APS's existing rates (other than rates being eliminated) to produce the Staff
adjusted cost of service.

Staff recommends that the Company’s residential rates be consolidated into updated rate
structures consisting of a Two-Part rate for very small residential customers (similar to the APS
proposed Rate R-XS, but with the threshold to be determined), a standard Two-Part Rate (similar to
existing rate E-12 but with a higher customer Basic Service Charge and the rate components
updated to reflect the cost of service), a Two-Part Time of Use rate (similar to existing rate ET-2
with a customer Basic Service Charge lower than the updated rate E-12, and the rate components
updated to reflect the cost of service, and two Three-Part rates similar to the APS-proposed R-2 and
R-3. The specific details of these residential rates structures have not been developed, and would
need to be tested for customer impacts prior to being approved and implemented. Staff supports
updating the on-peak and off-peak usage hours for the existing TOU and Three-Part Rates.

Staff believes there is a disconnect in the way the Basic Service Charge is calculated in the
existing rate structures. Subject to analysis of customers bill impacts and the concept of gradualism,
Staff recommends that an optimal rate structure would have a higher Basic Service Charge for the
standard Two-Part Rate; a Basic Service Charge for the TOU rate that is lower than the Basic
Service Charge for the standard Two-Part Rate, and a Basic Service Chatge for the Three-Part Rate
that is lower than the Basic Service Charge for the TOU rate. By way of illustrating this concept, if
the Basic Service Charge for standard Two-Part service (similar to existing rate E-12 were set at
$16), the corresponding Basic Service Charge for the TOU rate (similar to ET-2) would be lower
(say $14 per month) and the Basic Service Charge for the Three-Part Rates would be a further step
lower (say $12 per month). Staff recommends testing this concept for customer bill impacts and
applying the concept of gradualism prior to implementation. The Basic Service Charge is one of the
rate components that drives customer behavior. In comparison, currently the Basic Service Charge
for the standard residential Two-Part Rate is $0.285 per day, which equates to $8.67 per month, and
the Basic Service Charge for rate ET-2 (the TOU rate- is $$0.556, which equates to $16.91 per
month. K Under the current structure of Basic Service Charges between alternative rates such as
these, customers are incented to utilize a standard Two-Part rate over the alternative time varying
rate. Staff believes, this 1s an issue that needs to be addressed and is recommending that over time,
Basic Service Charges be higher in Two-Part Rates then in the alternative TOU and Three-Part
Rates.



Under Staff Rate Design Plan, the Company’s existing residential rates would be updated to
reflect changes related to the cost of service and the new rates would updated effective as provided
in the Commission’s Order. The Company should initiate an education campaign to ensure that
customers understand how their updated rate design tariff works and how the customer can save
energy and money under the particular rate design the customer has chosen.

APS’s proposed Rate Design includes new residential rates, Rates R-1, R-2 and R-3, which
include mandatory demand chatges for all residential customers except those with low usage, which
APS defines as below 600 kWh per month (Rate R-XS). Staff continues to suppott the concept of
updated three-part residential rates with Demand Charges for residential customers, but only on a
voluntary basis. Staff recommends that three-part residential rates be voluntary for all APS
residential customers. Staff supports residential customer choice to select three-part rates pursuant
to customer educational programs to be conducted by APS. Staff opposes APS's proposal to
involuntarily transition all but very small residential customers onto Three-Part Rates. Staff
recommends that the use by residential customers of Three-Part Rates be at the customer's choice,
and not imposed upon the customer involuntarily by APS. A Two-Part residential rate should
continue to be available for all APS residential customers.

APS has proposed imposing a mandatory demand charge component on rates E-32 (extra
small general service) and E-32TOU XS. Staff recommends that the small general service customers
continue to have the option to choose a traditional two-part rate, or to voluntarily select a new
three-part rate that includes a demand charge. Similar to residential customers, Staff continues to
support the concept of updated three-part small general service rates with demand charges, but only
on a voluntary basis. Staff recommends that three-part small general service rates be voluntary for
all APS residential customers. To facilitate this, Staff is presenting rates E-32 XS and E-32TOU XS
adjusted to reflect Staff's CCoSS, at the traditional two-part rates, as well as at alternative three-part
rates, that customers would have the option of voluntarily selecting.

Mr. Smith also evaluates APS’s Class Cost of Service Study (“CCo0SS”) and places its results
into perspective. Staff recommends that it be used as a guide to revenue allocation and a source of
unit cost data for rate design. He presents the CCoSS results using the base rate revenue deficiency
recommended in Staff's Direct Testimony. Mr. Smith provides the Staff recommendation for the
allocation of Staff's recommended rate increase among the major rate classes. This recommendation
is tempered by the concept of gradualism.

Based on a review of APS” Application, responses to Staff data requests and consistent with
Staff’s long-term Rate Design Plan, Mr. Smith provides recommendations for the rate design for
each of APS’ rate classes. The impact of Staff’s proposed rate design is provided for residential and
small general service customers. For residential and small commercial customers, Staff recommends
that customers continue to have a choice between rates, and the rate options available to such
customers continue to include a traditional Two-Part rate without Demand Chatrges.

Staff has included a presentation of rates using APS's existing rate structure for residential
customers adjusted for Staff's revenue requirement and CCoSS results. As noted above, APS has
proposed to collect its calculated residential revenue requirement via the APS-proposed new
residential Rates R-XS, R-1, R-2 and R-3. As previously stated, Staff recommends that residential
customers not be involuntarily transitioned onto Three-Part rates but rather that APS's residential
customers be allowed to voluntarily choose to select a Three-Part Rate (R-1, R-2, or R-3), from



among other options as well. To facilitate this, Staff presents information showing what the APS-
proposed new residential Rates R-XS, R-1, R-2 and R-3 would be if adjusted to cotrespond with the
Staff's adjusted revenue requirement and CCoSS results.

Staff's adjusted CCoSS results (as well as the APS CCoSS results) show that the Residential
Solar Energy Rates category is not recovering the cost of service that is allocated and assigned to
that group. APS's existing residential solar customers will be grandfathered. Staff recommends that
the existing rate structure for the grandfathered Distributed Generation customers be frozen and
not available for new, non-grandfathered customers. Staff proposes that DG customets have a
choice between either a Three-Part Rate that includes 2 Demand Chatge (i.e., that they be able to
choose a Three-Part Rate that includes a Demand Charge, similar to the R-1 or R-3 rate) or a Two-
Part Rate that includes a higher fixed charge relating to the cost of service. For new, non-
grandfathered Distributed Generation customers, Staff recommends a reevaluation of the CCoSS
results and supports the concept of a Grid-Access charge to help address cost-recovery shortfalls for
customers in that group that select a two-part rate option that does not include a demand charge

The Grid Access Charge would apply to new, non-grandfathered residential solar customers
who choose a Two-Part Rate, to address cost recovery related to APS's provision of electric service
to such customers. Staff believes that there are currently too many moving pieces to reliably
develop a Grid Access Charge at this time, but that efforts be made at later stages of the current case
(such as after a base rate revenue requirement is determined and the results of the RCP model ate
reviewed). Staff proposes to update the CCoSS results and re-evaluate the amount of shortfall for
consideration in the development of a Grid Access Charge for new, non-grandfathered residential
Distributed Generation customers who choose a Two-Part Rate that does not include Demand
Charges.

As a result of the Commission's Decision No. 75859 in the Value of Distributed Generation
proceeding (E-00000]-14-0023) Staff is in the process of developing a Resource Compatison Proxy
rate to comply with Decision No. 75859.

In recognition that the final base rate revenue requirement may be different than the
recommendation made in Staff's direct testimony, Staff has also presented illustrative rates designed
to collect a higher amount of base rate revenue than the amount that was recommended in Staff's
Direct Testimony on revenue requirements.

Pursuant to the Settlement Agreement in APS's last base rate case that was approved in
Decision No. 73183, APS offered an experimental buy-through rate for the generation portion of
the bill for large and extra large commercial and industrial customers. This is referred to as the
"AG-1" rate. The program was limited to 200 MW of total patticipation. Customer interest in the
program exceeded the program size limits, so APS conducted a lottety to select participants for the
experimental program. The program is fully subscribed. Initially, the program had a sunset date of
June 30, 2016, but the date was extended by the Commission in its Decision No. 75322 (November
25, 2015) to coincide with the ultimate rate effective date of the Decision in this rate case. APS
asserts that the AG-1 rate is not sustainable and shifts revenue responsibility to other customers.
APS proposes that it not be renewed. Staff agrees that the current AG-1 rate should not be renewed
as is. Staff encourages APS to continue to work with its largest customers to devise a solution that
addresses concerns that have been noted about the AG-1 rate. Staff does not recommend approval



of an AG-1 type rate unless it can be demonstrated that no other customers will be harmed as a
result of the program.

Concerning the charges proposed by APS for Service Schedule 1, Staff is in general
agreement with most of the APS-proposed charges. However, Staff disagrees with certain aspects of
the APS proposed charges for customers who opt-out of having an AMI meter. Staff supports the
$15 meter reading fee that APS proposes to charge, because APS has reasonably demonstrated that
it would incur additional costs associated with meter reading for customers who voluntarily choose
to opt-out of having an AMI meter, in comparison to customers who have an AMI meter. Staff
views the $15 meter reading fee as cost-based and relates to the additional costs attributable to the
customer's choice to not have an AMI meter. However, Staff does not support the APS-proposed
$70 installation fee. APS has not demonstrated that its cost of installing a non-AMI meter is
different from its costs of installing an AMI meter, thus charging customers who choose to opt-out
of having an AMI meter an additional installation fee is disctiminatory. The normal Service
Establishment Charge should apply. APS has also indicated that: "APS is withdrawing its initial
proposal to charge a one-time set-up fee for a customer without an existing AMI meter requesting
to opt-out of APS's standard metering."'

Concerning the APS proposal for a discounted Economic Development rate under Service
Schedule 9, Staff supports this APS proposal, subject to APS including the following information in
the compliance filings: When APS files the customer agreements under Service Schedule 9, APS
should include a copy of its Customer Characteristics Report as well as information estimating the
impact on peak demand from the new load, as well as information clearly demonstrating that (1) the
discount does not exceed 25% and (2) the discounted rate is no less than APS's marginal cost of
providing service. Staff also recommends strengthening the APS-proposed "Conflict of Interest"
provisions to include persons who have been Pinnacle West or subsidiary officers and directors
within the three-year period prior to the effective date of the Customer's Service Schedule 9
agreement,

APS is proposing modifications to its existing LFCR, including the following:

1) The Company 1s proposing that the LFCR rate filed on January 15th become
effective on the first billing cycle in March each year unless the Commission
takes specific action on the LFCR compliance filing.

2) The Company is proposing to increase the year over year cap to 2%.

3) APS is proposing to update the costs eligible for recovery. Specifically, APS
is proposing that the LFCR be modified such that 100% of transmission,
distribution and generation costs collected through energy charges are
included and 50% of transmission, distribution and generation costs
collected through demand charges are included.

4) APS is proposing to remove the LFCR opt-out rate option, which APS
indicates has proven unnecessary.

! See, e.g., APS response to Woodward 2.30.



5) APS is proposing that the adjustment no longer be applied to customers’ bills
as an equal percentage surcharge, but rather as a capacity (demand) charge
per kW for customers with a demand rate and as a kWh charge for
customers with a two-part rate without demand.

Staff agrees with portions of the APS-proposed LFCR modifications and does not agree
with other parts. Staff does not agree with APS's first three proposed changes to the LFCR and
recommends that those revisions be rejected. Concerning the LFCR opt-out option, Staff agrees
with APS that this option is not widely subscribed and supports APS's proposal to discontinue the
LFCR opt-out as something that customers could elect, commencing with the effective date of new
rates in the current APS rate case; however, Staff recommends that customers who have already
elected the LFCR opt-out (or who elect this before the effective date for new rates) be allowed to
continue under that option. Staff agrees with APS's proposal to that the adjustment will be no
longer be applied to customers’ bills as an equal percentage surcharge, but rather as a capacity
(demand) chatrge per kW for customers with a demand rate and as a kWh charge for customers with
a two-part rate without demand.

Concerning the filing dates and review time available for the LFCR, Staff would prefer to
have actual calendar information available when APS makes its annual LFCR filing. Also, Staff has
determined that more time is needed for Staff to review the information and have the Commission
approve the new LFCR rates. Staff recommends that new LFCR rates continue to be subject to
Commission approval, prior to taking effect. Staff recommends a filing date of February 15 for
APS's LFCR compliance filings and that the new LFCR rates take effect, after Commission
approval, with the first billing cycle of May each year.

APS proposes certain modifications for the EIS, which include:

1) Changing the structural cap on cost recovery from a rate to a dollar amount
($0.00016 per kWh to $10M year-over-year).

2) Providing for the ability to carry over into subsequent periods any excess EIS
adjustment over the annual cap. APS indicates that this addition is consistent with
APS’s other adjustment mechanisms, including a nominal interest component.

3) Inclusion of a balancing account to account for any differences between the
allowable EIS adjustment and actual revenues received by the Company through the
EIS during the recovery period.

Staff disagrees with the first two APS proposed revisions. Staff agrees with the APS
proposal for an EIS balancing account. Staff recommends that the structural cap on cost recovery
be maintained as a rate and that it apply on a cumulative basis, not a year-over-year basis (as APS has
requested). Staff recommends that the cumulative per-kWh cap rate for the EIS be increased from
the current $0.00016 to a new rate of $0.00050. With the new higher cap rate and with the rate
continuing to be applied as a cumulative structural cap, there is no need for a carry-over of amounts
over an annual cap that was requested by APS.

The TCA rates should not change without a cotresponding change in the Formula rate
mechanism. Since APS’s proposal for a revenue balancing account would address only revenues and




not costs, APS could over earn if revenues go up and costs go down. It would be difficult to justify
that type of change in the Formula rate mechanism with FERC.
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8

INTRODUCTION

A.  Background and Qualifications

Q.
A.

A.

Please state your name, position, and business address.
Ralph C. Smith. I am a Senior Regulatory Consultant at Larkin & Associates, PLLC, 15728

Farmington Road, Livonia, Michigan 48154.

Have you previously submitted testimony in this proceeding?

Yes. I previously submitted direct testimony on behalf of the Commission’s Utilities Division
(“Staff”) on December 28, 2016, addressing the revenue requirement, rate base, net operating
income, and selected other issues, including APS’ proposal for new depreciation rates. 1 also
discussed APS’ requested cost deferral and step increase for costs associated with installing
selective catalytic reduction technology at its Four Corners Power Plant, and APS’ requested

cost deferral for its Ocotillo Modernization Project.

B.  Purpose of Rate Design Testimony

Q.
A.

What is the purpose of your rate design testimony?

I address Staff’s proposed Rate Design Plan concept. I address APS’ proposed modifications
to its rates. I address APS’ proposals for a new residential rate design based on a three-part
rate that includes demand charges. 1 discuss APS’ proposed new rate schedule for
commercial and industrial customers with extra-high load factors, and allowing larger
customers to aggregate their loads for the purpose of meeting minimum load requirements
for certain C&I rate schedules, as well as APS’ proposals for an economic development
schedule. I discuss APS’ request to discontinue the experimental AG-1 rate that was
implemented in APS’ last rate case, Docket No. E-01345A-11-0224 pursuant to Commission

Order 73183 dated May 24, 2012.
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I address the rates proposed by APS for Service Schedule 1 which has various miscellaneous
service charges, including APS-proposed charges for AMI-meter opt-outs, and for Service

Schedule 9, which is the APS-proposed Economic Development rate discount program.

I address a rate stabilization mechanism and how APS is not proposing full revenue

decoupling in the current rate case.

I also address the APS-proposed modifications to vatious rate surcharge mechanisms,
including the Lost Fixed Cost Recovery mechanism (“LFCR”), the Environmental

Improvement Surcharge ("EIS"), and the Transmission Cost Adjustment ("TCA").

Please briefly describe the information you reviewed in preparation for your
testimony.

The information I reviewed included APS’ application and testimony, APS’ responses to data
requests of Staff and other parties, information provided to me by Staff, and other publicly

available information.

Are you the only Staff witness providing Direct Testimony on rate design in this
Docket?
No. Mr. Matthew Connolly will be addressing the Company’s request for the waiver or

elimination of a number of compliance items.

Staff witness Candrea Allen filed Direct Testimony on December 28, 2016 to address the

APS Service Schedules.
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C.  Content of Attachments to Testimony

Q. Have you attached any exhibits to be filed with your Rate Design Direct Testimony?

A. Yes, Attachments RCS-11 through RCS-20 are attached to my Rate Design Direct Testimony.

What is shown in each of those attachments?

A. Attachment RCS-11 presents the Staff Adjusted Cost of Service Study Results

Attachment RCS-12 presents the Staff Revenue Allocation.

Attachment RCS-13 presents the Staff Proof of Revenues. This shows the current adjusted
revenues for each APS rate (not including rates to be terminated or the new APS-proposed
residential rates, R-XS, R-1, R-2, or R-3). It also shows the adjusted proposed revenues for

each such rate per Staff and the percentage increase over adjusted existing base rate revenues.

Attachment RCS-14 presents Staff Illustrative Extra Small General Service Rate Design for
Rates E-32 XS and E-32TOU XS (Current Two-Part Rates) Adjusted to Staff's Adjusted

Revenue Requirement.

Attachment RCS-15 presents Staff Illustrative Extra Small General Service Rate Design Using
the Structure of APS's Proposed E-32 XS Three-Part and E-32TOU XS Three-Part Rates

Adjusted to Staff's Adjusted Revenue Requirement.

Attachment RCS-16 presents copies of selected APS non-confidential responses to discovery

and other documents that are referenced in my rate design testimony.
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II.

Attachment RCS-17 presents copies of selected APS Confidential responses to discovery and

other documents that are referenced in my rate design testimony.

Attachment RCS-18 presents copies of selected APS Highly Confidential responses to

discovery and other documents that are referenced in my testimony.

STAFF’S RATE DESIGN PLAN
Are significant changes occurring in the Company's capability to measure how and
when customers are using energy?

Yes. The Company has expected to complete its installation of Advanced Metering

Infrastructure (“AMI”) by the end of 2016.”

How has electric metering changed over time?

Initially there was no metering, and infant utilities charged either a flat rate per customer or
charged by the number of light bulbs installed by a customer. This pricing methodology is
still used for lighting (and other fixed load) customers because the number and wattage of
bulbs can be accurately verified and enumerated. By not using meters, the costs of meters and

meter reading do not need to be charged to those customers.

With the advent of energy meters at a reasonable cost, coupled with a wider range of lighting
and appliances, utilities began to charge customers based upon the energy consumed. This
type of rate design did not recognize different costs based upon demand (often expressed as
load factor). Two customers using identical amounts of energy but with different usage
patterns could have different levels of demand and require different amounts of generation,

transmission, and distribution equipment (at very different costs), and therefore one customer

2 See, Attachment CAM-GDR at page 13.
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may be undercharged and the other overcharged if demand was not measured and taken into
account. Alternatively, two customers who require the same equipment might use very
different amounts of energy and again would result in one customer being undercharged and

the other overcharged.

The introduction of demand meters, which measure peak demand usage within the billing
period along with energy consumed, allowed for the introduction of rate forms such as the
three-part rate (customer, demand and energy) or a variant (hours of use). The use of the
demand meter and associated rates reduced the disparate impact of energy-only rates.
Demand meters have generally not been used for residential customers due to the cost of the
more complex meter, and the increased complexity of billing and the information that should
be provided to the customer. The residential class was often seen as homogenous enough not
to have wide usage disparities and therefore the cost of demand meters and their associated

rate complexity was not justified.

For a number of years utilities have been able to measure the consumption of energy over
very narrow time periods (hourly or even 15 minute intervals) but the challenge has been
recording that data cost effectively and then providing that data to customers so that the
customer could decide whether and how to respond and change their usage (energy) or usage
pattern (demand). Interval data have been used for load research to provide an understanding
of how different customers use energy and the data were typically recorded on magnetic tape
and analyzed in bulk. While interval data were suitable for load research purposes, it was

difficult to provide the data to a large number of customers at a reasonable cost.

Similarly, time-of-use meters could accumulate energy usage in a few time-differentiated

periods but these data were only recorded and repotted as On-Peak, Shoulder and Off-Peak
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and did not offer much information to the customer, such as when the energy was used on an

interval basis.

AMTI has benefited from the declining costs of electronic versus mechanical metering devices
and the ability to analyze data on a customer-specific basis. Utilities that have installed AMI
often develop meter data management systems that allow for the extraction of energy and
demand data for billing purposes. Unfortunately, some AMI planning does not go far enough
and some utilities cannot provide individual customers their usage information in a form that

supports customers’ decisions about how and when to use energy more effectively and

efficiently.

Q. How did the confluence of new metering and information capabilities, changing
customer characteristics lead Staff to consider a long-term rate design concept?

A. At this point in time, many utilities have the capability to record interval data as a result of the
installation of AMI. Some utilities can provide that data to individual customers in a form that
is somewhat easily understood, although additional customer education is necessary.
Residential customers are increasingly becoming non-homogenous as they adopt various
forms of heat and distributed generation and as their lifestyles, demographics, and work
patterns become increasingly more diverse. Staff has raised the concept of offering a “plan”
of how rate design should evolve so that the parties to this case could provide their input and
the Commission could consider a plan in order to provide the Company’s customers advance

notice that changes are underway.
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A.

How has the Staffs development of a Rate Design Plan for the Arizona regulated
electric utilities been evolving in recent cases?

Staff’s Rate Design Plan has been stated with specific principles in recent cases involving
Arizona electric utilities, including UNS Electric, Inc. (see, e.g., Docket No. E-04204A-15-
0142), and Tucson Electric Power Company (see, e.g., Docket Nos. E-01933A-15-0239/E-
01933A-15-0322))  Staff's Rate Design Plan has also been informed by the ongoing
developments in the Commission’s Investigation of the Value and Cost of Distributed
Generation (Docket No. E-00000]J-14-0023). A recommended opinion and order (“ROO”)
in Docket No. E-0000]J-14-0023 was issued on October 7, 2017. On January 3, 2017, the

Commission issued Decision No. 75859.

Decision No. 75859 at pages 178-179 provides as follows:

IT IS FURTHER ORDERED that electric utilities shall submit cost of
service studies in rate cases, both pending cases and in future rate cases, which
are based on models with spreadsheets containing links between inputs and
outputs which are available to all parties. The cost of setvice study models

used by the utilities shall be:

Transparent: all inputs, assumptions and calculations shall be cleatly
described and explained;

Accessible: have electronic spreadsheets with links between inputs and
outputs made available to all parties, and

Flexible: to allow for the ability to change inputs and assumptions
used in the calculation.

IT IS FURTHER ORDERED that for the first utility rate case in which the
value of DG methodology we adopt in this proceeding will be used, including
pending cases, the new export compensation rate set in that case, as well as
any changes to rate design, will apply only to DG customers who sign up for
new DG interconnection after the effective date of the Decision issued in that
utility rate case. Once a DG customer is subject to a DG export
compensation rate determined by one of the DG valuation methodologies
adopted by this Decision, there will be no further netting or banking of
exported DG kWh for that customer. Unless unique circumstances warrant
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different results, our default policy for existing DG customers shall be that
DG systems that interconnect to a utility's distribution system before the
effective date of the Decision issued in that utility rate case will be considered
to be fully grandfathered and continue to utilize currently-implemented rate
design and net metering, and will be subject to currently-existing rules and
regulations impacting DG for a period of twenty years from the date a DG
system is interconnected.

What principles are identified in Staffs Rate Design “Plan”?

There are a number of principles within this Plan.

Rates should be based on costs derived from class cost of service studies not only at the class
level but also to illuminate the unit costs of individual customer, demand and energy rates.
Marginal costs should be given some consideration but embedded costs are the focus. There
should be a place for different test program concepts to determine how rate design may alter
the need for capital investment and/or energy costs. When changes occur, it is important
that those changes recognize the concept of gradualism so that the potential for rate shock is

kept to a minimum.

Rate design options should recognize the concepts of customer, demand, and energy, and
also recognize time-of-use ("TOU") and seasonality characteristics. The number of rate
designs available to customers should be calibrated to balance the objectives of avoiding
confusion and providing for customer choice and voluntary rate selection by residential and
very small commercial customers. Involuntarily placing residential customers on mandatory
three-part rates or imposing three-part rates on small commercial customers is not something
that Staff can support. Customers should have a choice of rate plans, and should receive
education on those various rate plans so that they can make an informed choice about which

rate plan works best for them. The records in other recent rate cases are testament to the fact
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that there.is significant customer confusion regarding demand rates and other new rate design

concepts that are now possible because of smart meters.

Generation pricing can now reflect the marketplace by considering seasonality, TOU, houtly

pricing, and demand response.

Rates should be supported by customer-specific usage information collected under stringent
privacy and security, but available to customers along with tools to help them see the impact
and make decisions. In the long-term, customers might receive cost “warning” using a simple
red/yellow/green indication in their home or business and, for example, their demand

controllers could access detailed price information online.

Rate subsidies, as determined appropriate, should be clearly delineated and based upon and
computed from standard rates. For example, a Lifeline customer would be billed as a
standard residential customer, including all trackers and adjustment clauses, but also receive a
specific discount. Should a Lifeline customer's situation change for the better, the only
change would be the removal of the Lifeline discount, which would be easily recognized by
that customer. Hence, Staffs long-term plan would adjust Lifeline eligible customers to

standard residential rates, and apply discounts to those rates.

How does a Three Part-TOU rate differ from a Two-Part rate in providing price
signals about the cost of electric service?

The Two-Part Rate typically consists of a fixed Basic Service Charge and an Energy Rate
component which will vary based upon customer usage. The Energy component allows the

customer to increase or decrease his/her energy consumption to change the total bill. A
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Two-Part Rate with TOU gives the customer more control over his/her bill because it allows

the customer to utilize more energy during off-peak hours which should lower the bill. .

The Three Part-TOU Rate incorporates a fixed Basic Service Charge, an Energy Rate
component which varies based upon the time energy is used by the customer and what is
called 2 Demand Charge which reflects the customer’s peak usage during a particular period
of time. The Three Part-TOU rate prices the consumption and usage pattern differently by
charging for both the Demand (intensity) and Energy consumed separately. In each case, the
customers can choose the usage and pattern they desire and be charged appropriately for

raising or lowering the utility's costs.

Q. What would be the long-term impact of this residential, Three Part-TOU rate design?
A. Customers would have greater information available to make their own energy decisions, and
rates would more accurately reflect those decisions and lessen the consequential impact on
other customers and the utility. Over time, customer and Demand Charges would gradually
increase and Energy charges would become “purer” and lower for the distribution
component. A customer could reduce costs by adjusting demand and/or by changing energy
usage. However, the customer only benefits if he/she is provided with tools and education

so they can make informed choices and know how to best take advantage of new rate forms.

Do Three Part-TOU rates increase revenues for the utility?
A. No. If properly implemented the rates are neutral for the utlity at the end of the Test Year.
However, if customers choose to react to their present usage patterns the utility may see a

decrease in revenue.
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Q. Do Three Part-TOU rates increase costs for customers?
A. If a customer’s usage pattern is the same as a “typical” customer then there should be no

significant impact as Three Part-TOU rates are implemented. If a customer has an atypical
usage pattern then costs may increase (for lower load factor customers) or decrease (for
higher load factor) customers. Customers who are consuming electricity during the peak
demand periods would pay more than customers who consume electricity during other hours

of the day.

Q. Are these concepts new ot new to the utility?
A, For medium and large customers, Three Part Rates with a Demand Charge component have
been the norm and a Three Part-TOU rate is available. APS also has approximately 120,000

residential customers on three-part rates that include Demand Charges.

Q. What are the important principles for the move towards the rate design plan?

A. Rate design should not be changed in this fashion until customers have private, secure, easy,
timely, and comprehensible access to their usage data, and until customers have been
educated as to what their usage data means and how it affects their bill for electric service
under the available rate options. As noted above, Staff favors voluntary customer rate choice
for residential and small commercial customers, including options to choose among a Two-
Part Rate, a TOU Rate and a Three-Part TOU Rate. Staff recommends that customers have
the option of voluntarily selecting Three-Part TOU Rates but that such rates not be

involuntarily imposed upon either residential or small commercial customers.
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ITI.  CLASS COST OF SERVICE STUDY

Q. What is the purpose of a fully allocated cost of service study?

A. Just as the rate case revenue requirements process studies each element of due Company’s
operations to determine the overall cost to operate the Company efficiency and effectively, a
fully allocated cost of service study attempts to determine the individual cost to serve each
customer class and subclass. A fully allocated class cost of service study is intended to assist
the Commission to allocate revenue requirements among customer classes.

Q. How can a regulator use the class cost of service study?

A. Because customer classes use the utility's system on an interrelated or shared basis, regulators
have historically used a fully allocated class cost of service study as a guideline to allocate
revenue among classes. Regulators typically also consider economic, social, historical, and
other factors that may affect customers when determining revenue allocation. Such
considerations often result in rates that deviate from strict cost of service.

Q. Are there limitations to a cost of service study?

A. Yes. A class cost of service study involves judgment and decisions on the part of the

practitioner in assigning costs to the various customer classes. In some situations, decisions
are made to use a particular allocation factor for a particular account. In other situations, data
used to develop an al location factor are not always complete and/or timely and the
practitioner must deal with the resulting uncertainty. Consequently, the cost of service study

acts as a guide in revenue allocation and in formulating rate design.
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A.  Rate Classes within the APS Class Cost of Service Study

Q. Has the Company provided a class cost of setvice study?

A. Yes. The Company provided its CCoSS based on the Test Year (twelve-month period ended
December 31, 2015.” Schedule G provides the individual class returns for the Company's the
following service classes (Residential, General Service, Irrigation/Water Pumping, Street

Lighting, and Dusk-to-Dawn Lighting.

Q. Have you reviewed the CCoSS presented by the Company?
A. Yes. The CCoSS was provided as Schedules G-1 through G-7. I performed a review of the

allocations, developed data requests, and reviewed the answers to Staff and other parties.

Q. Did the Company adjust or normalize its revenues?
A Yes. The Company used a Test Year (twelve months ending December 31, 2015) and then

adjusted it to reflect more normal or appropriate (from the Company’s viewpoint) conditions.

Q. How has the CCoSS changed from the prior rate case (Docket No. E-01345A-11-0224)?
A. The prior CCoSS had included five general categories, Residential, General Service,
Irrigation/Water Pumping, Street Lighting, and Dusk to Dawn Lighting. APS's current
CCoSS contains the same five general categories, with some revisions to the components of
each category, such as APS's proposal to separately identify the cost of service for residential

distributed generation customers.

Q. Are the service classes used by APS in its CCoSS apptopriate?

A. Yes.

3 APS Filing Schedule G.
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A.

A.

What CCoSS recommendation does Staff have for the Commission?
The Commission should use the Company’s CCoSS as a general guideline (subject to

gradualism) in its class revenue allocation decision for this case.

Do you have an attachment that summarizes Staff's adjusted CCoSS results?
Yes. Attachment RCS-11 shows Staff's adjusted CCoSS results. This was produced by
inputting the Staff revenue requirement adjustments into the APS-provided CCoSS Excel

models.

Did you find the APS CCoSS Excel models to be transparent?

The APS CCoSS model consists of three interlinked Excel files. The model was transparent
in the sense that after inputting the Staff's revenue tequitement adjustments and
recommended cost of capital, the models produced an ACC jurisdictional revenue
requirement that was close to Staff's presentation of its adjusted revenue requirement in its
Direct Testimony filing, with minor differences being attributed to rounding. The APS
CCoSS model also was based on models with spreadsheets containing links between inputs
and outputs which was made available by APS to all parties. Exactly how the model was
handling some of the allocations of cost was challenging to follow. Additionally, starting
from the end results and tracing results back through the model was also challenging and not
intuitive. The transparency of the APS CCoSS model has room for improvement. Even after
participating in APS-provided training sessions, and receiving some additional aid via follow-
up conference calls. Staff recommends that APS continue to work on making its CCoSS

model more transparent and intuitive.
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B.  Separate Residential Rate Sub-Class for NEM Energy and NEM Demand Customers within the Residential
Customer Class

Q. Has APS proposed creating a sub-class within the Residential Customer Class for Net
Energy Metering customers?

A. Yes. APS witness Snook explains at page 23 of his Direct Testimony that it can be
appropriate to create a new class or sub-class of customers for purposes of a COSS or setting
rates if the service, load, or cost characteristics of the customer subgroup in question ate
sufficiently different from their current customer classification. Upon reviewing these
characteristics for customers with solar, Mr. Snook determined that sufficient differences
exist for creating a sub-class of residential customers for customers with Net Energy
Metering ("NEM"). He explains that the load and energy characteristics of residential
customers with and without rooftop solar are very different. APS has demonstrated that
customers with rooftop solar have a load profile that is significantly different than residential

without rooftop solar. Moreover, as Mr. Snook states on page 24 of his Direct Testimony:

... in the 2015 Test-Year, APS had 35,988 solar customers on an energy rate
and almost 1,311 solar customers on a demand rate by year’s end. The size of
this residential solar customer sub-group, combined with its vastly different
load characteristics, warrant evaluating them as a separate sub-class.

Q. Does Staff agree with APS's proposal to establish a residential sub-classification for
NEM customers?

A. Not entirely. APS has established that the load and energy characteristics of NEM customers
are significantly different than for traditional residential customers without rooftop solar.
Additionally, the size of the NEM sub-class is sufficiently large as to warrant separate analysis

in the COSS.
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Thus the CCoSS in the current APS rate case needs to be updated to reflect the
guidance provided in the Commission’s recent Order in the Value of Solar Case.
Commission Decision No. 75859 requires that existing NEM customers receive
grandfathered treatment. See, Decision No. 75859, at pages 178-179.(also need to reference

new order):

The new residential DG class would presumably only include new distributed
generation residential customers who are not encompassed within the grandfathering
provisions. Staff also notes that the default grandfathering policy set forth in the above-
quoted Ordering Paragraphs "shall not apply to generally applicable rate design changes, such
as changes to the basic service charge." Staff views this as offering some latitude in adjusting
existing rates for components, such as the basic service charge, to address issues related to

recovery of the cost of electric service.

Q. The Commission in the Value of Solar Docket also found that NEM customers are
“partial requirements customers.” What is the significance of this finding with
respect to rate design, if any?

A. NEM customers self-generate a portion of their electric service requirements. This differs
from full requirements customers who rely on APS for all of their electric service needs.
NEM customers have a different load profile, different usage characteristics, and a different
cost of service than other residential customers. Thus, creating a category in the cost of

service analysis for the NEM customers is approptiate.

Q. How did APS reflect residential NEM customers in its COSS?
A. As explained by Mr. Snook in his Direct Testimony, APS started with the NEM customers'

entire load at the house. APS does not supply the energy service when an NEM customer’s
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self-generation is supplying energy, so APS credited against the full load, the customer’s self-
supply of energy service. This recognizes that NEM customers supply some of their own
energy, and APS supplies various back-up and ancillary services that require APS to build,
operate, and maintain its fixed infrastructure required to serve that NEM customer. Mr.
Snook points out that, beginning with the NEM customers' entire site load and then explicitly
crediting the value of the energy and capacity that they supply from their own rooftop solar
systems, is the only transparent way to balance the benefits provided by rooftop solar systems
on residential rooftops and the costs required to continue serving those customets with

rooftop systems. As Mr. Snook states at page 26 of his Direct Testimony:

By comparing the entire load at the home to the remaining household load
served by APS, we can determine the infrastructure that APS no longer needs
to provide as a result of the solar system. Although solar installation will have
a certain maximum-production capability, that capability will only be realized
at mid-day and only on sunny days. The load information reveals what actually
occurred when the customer was consuming energy in contrast with the solar
production at the same time.

He points out that APS’s peak loads persist in the summer months beyond sunset, and the

maximum peak load occurs closer to sunset than mid-day.

Q. To align cost recovery with cost causation, should the appropriate level of
compensation for offsetting demand-driven infrastructure costs be based on how
effective the NEM customer’s solar system is at offsetting APS’s peak loads?

A. Yes. To align cost recovery with cost causation for demand-driven infrastructure costs, the
appropriate level of compensation should be based on how effective the NEM customer’s
solar system is at offsetting APS’s peak loads, subject to the grandfathering provisions from

Decision No. 75859 noted above.
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What does APS's COSS show for NEM customers?

A. As Mr. Snook explains, APS's COSS indicates for a solar customer on enetrgy based rates, the
appropriate level of production demand credit is 28.8%, transmission capacity credit is 45.6%,
distribution primary and substations capacity credit is 12% and distribution secondary

capacity credit is 16.2%.*

Q. Does Staff agree with those APS-proposed determinations?

A. No. APS's originally proposed production demand credit is being replaced by a new export
compensation rate to be set in the utility's rate case (but this has not yet been done for APS).,
as well as any changes to rate design, which Decision No. 75859 indicates will apply only to
DG customers who sign up for new DG interconnection after the effective date of the
Decision issued in that utility rate case. Staff's analysis of the APS COSS and updating of that
to reflect the revenue requirement presented with Staff's Direct Testimony is presented in
Attachment RCS-11. Referring to page 3 of Attachment RCS-11, there is a column with the
heading "Residential Solar (Energy Rates)" which shows a cost of service recovery of 40.81
percent at present rates and 43.60 percent at the total cost of service, a negative rate of return
at present rates and a negative index rate of return at present rates. Attachment RCS-11, page
3, also shows a column with the heading "Residential Solar (Demand Rates)" which shows a
cost of service recovery of 79.85 percent at present rates and 82.16 percent at the total cost of
service. The "Residential Solar (Demand Rates)" results show a positive rate of return at
present rates (but only 0.90 percent) and a positive index rate of return (but only 0.17). These
results suggest that the current Residental Solar, particularly under energy rates, is not
recovering its cost of service and is being subsidized by other customers. However, these
results have not yet been updated to reflect the guidance provided by Decision No. 75859

concerning the development of an export rate.

* See, Snook Direct Testimony at page 27.
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Q. What does Staff recommend?

A. Staff recommends that the rate design concepts at this stage for APS's residential customers
be viewed as a guideline for the development of rates in this case. Final rates should
incorporate the guidance provided by Decision No. 75859.

IV. REVENUE ALLOCATION

Q. What non-cost considerations should the Commission consider during its
deliberations on revenue allocation?

A. The Commission should consider the relative positions (from the CCoSS) of the classes along
with the qualitative issues such as economic conditions for consumers, the business climate
for commercial and industrial customers and past practices when deciding what portion of a
revenue increase is allocated to each class.

Q. What principles do you generally use to allocate revenue among rate classes?

A. [ have used the following principles:

» The individual rate classes should be gradually moved toward an UROR of 1.000 over
one or more rate cases depending on the frequency of rate cases and the distance of
the class” UROR from 1.000.

. Rate shock should be avoided if feasible. There should be an upper bound of 150
percent for any class’ percentage increase in revenue compared to the overall
percentage increase in revenue.

. Given the size and basis for the overall base rate revenue increase, no class should
receive a base rate decrease.

Q. Are there other concepts that apply in this case?

A APS's overall cost of service has increased in the current rate case due to a number of factors

including the roll-in to base rates of various costs that have been collected via riders. The
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A.

increased base rate revenue requirement for APS reflects cost increases that have generally
benefitted all customers. Therefore, as noted above, it would be inappropriate to reduce rates
for any customer class because that would send a confusing message about the cost of APS

providing electric service.

What is the Company’s proposed revenue allocation for new base rates?

Based on Schedule H-1, the Company is proposing to allocate its requested $433.4 million
increase 66.19 percent to the Residential class, 31.99 percent to the General Service class, 1.13
percent to the Irrigation/Water Pumping class, 0.49 percent to the Outdoor Lighting class,

and 0.20 percent to the Dusk-to-Dawn Lighting class.

What overall base rate percentage increases has APS proposed for each of those rate
classes?

Based on APS's Schedule H-1, as summarized on Attachment RCS-12, the Company is
proposing an overall base rate increase of 15.0 percent. APS proposes a 19.30 percent
increase for the Residential class, a 10.32 percent increase for the General Service class, a
17.02 percent increase for the Irrigation/Water Pumping class, a 10.10 percent increase for

the Outdoor Lighting class and a 10.11 percent increase for the Dusk-to-Dawn Lighting class.

Have you modeled various revenue allocations based on Staff's recommended
revenue requirements?

Yes. Attachment RCS-12 models Staff's proposed base rate revenue increase of $265.040
million (including roll-in of riders) a number of ways. For comparison purposes the increase

was allocated:

e Using the adjusted CCoSS results, and
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® Equal percentage increase (across the board by revenue)

Q. What is Staff's recommendation on revenue allocation?

A. Based upon the present adjusted CCoSS results, the principles discussed above, and the
relative impacts between classes, Staff recommends that the eventual revenue requirements be
allocated by increasing the Residential class base rates by 11.24 percent, General Service rates
by 6.95 percent, Water Pumping rates by 11.20 percent, Street Lighting rates by 4.59 percent
and Dusk-to-Dawn lighting class rates by 3.62 percent. This revenue allocation follows the
general principles in moving each rate class closer to parity while avoiding rate shock for any

class.

Q. If Staff's recommended revenue allocation is adopted what will the class returns be?

A. The results of the proposed revenue allocation are forecasted in Exhibit RCS-12. The UROR
of the “low UROR?” classes (Residential and Water Pumping) will increase and the UROR of
the “high UROR?” classes (General Service, Street Lighting, and Dusk-to Dawn Lighting) will

decrease, moving classes towards parity.

V. PROOF OF REVENUE

Q. Have you prepared a Proof of Revenue schedule showing how the illustrative rates
presented by Staff would produce the overall base rate revenue requirement?

A. Yes. A detailed Proof of Revenue is presented in Attachment RCS-13, consisting of two
pages. Page 1 shows the Proof of Revenue by the five general rate classes. Page 2 shows the
Proof of Revenue by individual rates, using the APS cutrent rate structure, and shows the
approximate percentage increase for each rate that would be needed to produce the Staff-

adjusted base rate revenues for APS.
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Yi;

RESIDENTIAL RATE DESIGN PROPOSALS

A. APS's Exusting Residential Rates and Voluntary Customer Participation in TOU and Three-Part Rates

Q.

Please discuss APS's existing residential rate structure and the approximate number
of APS residential customers who have chosen to voluntarily subscribe to the TOU
and Three-Part rate offerings.

APS's residential rate offerings include a standard two-part rate (E-12) (which has about
480,000 customers) as well as other choices, such as TOU and Three-Part rates. APS has also
been very successful with residential customer voluntary participation in TOU rates and
demand-based rates. APS currently has approximately 450,000 residential customers
participating in its TOU rates (ET-1 which is frozen and uses a 9am to 9pm peak and ET-2,
which is open to new customers and has a noon to 7pm peak). APS also has approximately
120,000 residential customers participating in three-part rates that include a demand charge.
APS's current three-part residential rates include ECT-1R, which is frozen and uses a 9am to
9pm peak and ET-2, which is open to new customers and has a noon to 7pm peak. The high
levels of customer participation in the TOU and three-part residential rates suggest that there
is no compelling need to involuntarily migrate all but very small residential customers onto
such rates. Rather the choice of rates should be voluntary (i.e., remain a customer choice)
and a traditional two-part standard rate similar to the current E-12 should continued to be

offered.

B. _APS Proposal for Migration to Three-Part Residential Rates

Q.
A.

Please summarize the Company's residential rate design proposal.

The Company’s Rate Design proposals have largely focused on the use of a three-part
residential rate design (customer, demand, and energy charges) that would be mandatory for
all residential customers except those with usage below 600 kWh per month. The Company

suggests that these changes are to better align the Commission’s policies with the Company’s
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need for fixed cost recovery and system usage. The Company is also supporting gradualism
when making rate design changes. For new distributed generation ("DG") customers, the

Company is proposing monthly bill credits for any excess energy delivered to the Company's

System.
Q. What was the Company’s primary concern in developing its rate design proposals?
A, As I understand the Company’s approach, the focus is the recovery of fixed costs. A concern

is expressed by APS that residential DG customers (with their associated low kWh
consumption) are not recovering the same percentage of fixed costs as other residential

customer classes; and thus a portion of their fixed costs are being borne by someone else.

Q. Is this focus on fixed costs sufficient to support rate design changes?
A Yes. If fixed costs are not propetly accounted for in the rate design, intra-class subsidies will
occur. The challenge is how to and how fast to make the changes. With new rate forms, some

customers need education and support to achieve a meaningful transition.

Q. Does Staff support the mandatory migration of residential customets onto three-part

rates that include demand charges that is being proposed by APS?

=

No. Staff recommends that residential customers have a choice of rates. Staff does not
support the APS proposal to involuntarily migrate all but very low usage residential customers

onto three-part rates.

Q. Is Staff convinced that 600 kWh per month should be used as the cut-off for a very
small residential rate?
A. No. . Staff is continuing its review of the R-XS rate that has been proposed by APS for small

residential customers. APS proposes that eligibility for this R-XS rate be limited to residential
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customers not having distributed generation and having usage less than 600 kWh per month.
Staff believes that it could be useful and informative to consider a different higher kWh usage
threshold for this type of very small residential customer rate. At this time, Staff is not
convinced that 600 kWh per month should be used as the cut-off for a very small residential
rate. Staff is seeking additional information from APS on alternatives such as using 750 kWh

per month or another level as the basis for establishing a very small residential customer rate.

C.  Current APS Residential Rate Plans

Q.

What types of rates for electric service does APS currently offer to residential
customers?

As explained by APS witness Miessner on pages 21-22 of his Direct Testimony, APS
currently serves more than one million residential customers with a variety of rate schedules
and options including an inclining block rate; two time-of-use (TOU) energy rates; two TOU
demand rates; a super peak TOU rate; two dynamic rate options; and a TOU rate for electric
vehicles. Optional Rider Rates are available for special requirements or services such as on-
site renewable generation, green power, limited-income, and medical equipment discounts,
and other specialized or experimental programs. A complete list of the current and proposed
rate schedules and riders are provided in the SFR Index to Rate Schedules. Currently, APS
residential customers can choose a rate plan among the options, including a non-time-of-use
rate, a TOU energy rate, and a TOU demand rate. APS witness Miessner indicates that
approximately 11.5% of APS's customers have chosen a TOU demand rate and another 43%

a TOU energy rate.’

5 See APS witness Miessner's Direct Testimony at page 22.
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A.

Does Staff support having voluntary rate choices for APS residential customers?
Yes. Currently APS offers its residential customers a variety of rate options, including
traditional two-part rates, as well as a TOU energy rate, and a TOU demand rate. APS's
residential TOU demand rate is currently voluntary and has been selected by approximately

120,000 customers.

D.  Summary of APS-Proposed Changes to Residential Rates

Q.
A.

What specific changes is APS proposing to residential rates?
APS is proposing extensive changes to residential rates. As summarized in APS witness

Miessner's Direct Testimony at pages 24-26, APS proposes to:

1. Cancel the inclining block rate E-12.
2. Revise the current TOU energy rates as follows:

* Consolidate TOU rate schedules ET-1, ET-2, ET-Super Peak, and ET-EV
for electric vehicles into one TOU rate with a small demand charge;

* Revise the on-peak hours to 3 p.m. to 8 p.m. weekdays, excluding designated
holidays, for both winter and summer seasons;

* Increase the number of off-peak holidays;

* Reduce the difference in on-peak and off-peak prices from 4:1 to 2:1 in the
summer months;

* Increase the basic service charge;
* Add a small demand charge;
* Reduce the average kWh charges; and,

* This rate 1s not available to partial requitements customers (with on-site
generation).

3. Create a new TOU demand rate option with the following features:

* A lower service charge and a demand charge in between the other two TOU
demand rates;
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* The same on-peak hours of 3 p.m. to 8 p.m. as the other proposed rates; and
* This rate is not available to partial requirements customers.
4. Revise the current TOU demand rates as follows:

* Consolidate the TOU demand rates ECT-2 and ECT-1R into one TOU
demand rate;

* Revise the on-peak hours to 3 p.m. to 8 p.m., consistent with the other
proposed TOU demand rates;

* Increase the basic service charge; and
* Retain a moderate demand charge.

5. Create a new rate option for extra-small customers like apartments,
manufactured homes, and other small dwellings with the following features:

* A service charge;
* A flat kWh charge for each season;
* No TOU or demand charges;

* Eligibility only for customers with average monthly usage of 600 kWh or
less; and

* This rate 1s not available to partial requirements customers.

6. Allow qualifying grandfathered customers with renewable generation to stay
on a current rate structure as follows:

* The current rate design options E-12 inclining block, ET-1 and ET-2 time-
of-use energy and ECT-1R and ECT-2 time-of-use demand rates will be
available through the grandfathering period.

* All of the charges (the basic service charge, kWh charges, and demand
charge, if applicable) will be increased by an equal percent to reflect the
targeted revenue increase for the residential class.

* Grandfathered customers will be able to stay on the current frozen net
metering program or move to the modified net metering program for solar
customers during the grandfathering period.

7. Simplify the discount programs for limited income customers and provide
increased funding for growth in participation.
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8. Continue the peak event pricing program, revised with new critical hours of
3 p.m. to 8 p.m.,, to be consistent with the proposed time-of-use hours; cancel
peak time rebates.

9. Offer alternative metering service for customers that do not want to be
served with the AMI metering and remote meter reading communication
system; customers will be charged a one-time installation fee and a monthly
meter reading fee.

10. Cancel the optional LFCR opt-out having a higher basic service charge.
11. Modify the net metering program for new solar customers.

12. Convert the Flagstaff solar experiment into the Solar Partners Program
and discontinue Rate Rider Schedule CMPW.

E. _APS-Proposed Residential Three-Part Rates with Demand Charges

Q.
A

What new Residential Rates is APS requesting?

APS proposes the following for new residential rates, Rates R-1, R-2 and R-3, including
mandatory demand charges for all residential customers except those with low usage, which
APS defines as below 600 kWh per month and for which APS proposes Rate R-XS. APS's

residential rate design proposals are summarized below":

Rate R-1 Rate R-2 Rate R-3
1. Basic Service Charge (3-day) 0.789  0.477 0.789
for typical month (S-month) 24.00 14.50 24.00
2. Demand Charge
Sumimer on-peak (5-kW) 6.60 8.40 16.40
Winter on-peak (S-kW) 6.60 R.40 11,50
3. Energy Charges
Summer on-peak ($-kWh) 0.15160 0.15160 0.09090
Summer off-peak ($-kWh) 0.08070 0.08080 0.05475
Winter on-peak ($-kWh) 0.12730 0.12730 0.06670
Winter off-peak {$-kWh) 0.08070 0.0R0R0 0.05475

APS proposes that customers with extra small usage below 600 kWh per month will have an
additional rate option, R-XS, having a basic service charge of $18 per month on average, no

demand charge and a flat energy charge or $0.10234 per kWh for all hours and seasons. APS

¢ See APS witness Miessner's Direct Testimony at page 4. An identical table appears at page 27 of his Direct Testimony.
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A.

proposes that Rates R-1, R-2, and R-XS would not be available to new customers with on-site
generation. APS proposes to base the demand charge on the maximum usage averaged over
one hour during the 3 p.m. to 8 p.m. on-peak hours. Weekday off-peak hours, weekends and

designated holidays would be exempt from any demand charges.

Does APS have historical experience with residential three-part rates?

Yes. As APS witness Miessner states at pages 8-9 of his Direct Testimony, APS has offered a
three-part demand rate to residential customers for more than 35 years and is currently
serving approximately 120,000 customers on the rate. Customers on APS's existing
residential demand rates have demonstrated they can respond to demand charges and manage

their monthly demand on their bill.

How does the three-part rate structure incent customers to save on their electric bill?

As explained by APS witness Miessner on page 20 of his Direct Testimony, the three-part
rate structure rewards customers for reducing both their demand and enetgy. Because it is a
time-of-use rate, it also provides savings for shifting usage to the off-peak hours. In essence,
APS’s three-part rate provides customers three oppottunities to save on their bill. In
comparison, the Company’s two-part inclining block rate only provides one opportunity to

save, by reducing the total monthly kWh energy usage.

Why does APS claim that the traditional two-part residential rate designs are no
longer appropriate?

At page 8 of his Direct Testimony, APS witness Miessner states that the traditional two-part
rate designs are economically inefficient, ineffective in reducing a utility's total costs to serve

customers, and are ultimately unfair:

¢ Economically inefficient. Two-part rate designs are inefficient
because they do not provide the right price signals for when and how
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customers use electricity. Nor do they provide the correct incentives
for customers desiring to invest in distributed technologies because
such technologies will not be rewarded for, or focused on, reducing
demand-related grid costs. Both of these issues will result in the
inefficient use of and inadequate funding for the grid.

¢ Ineffective. For similar reasons, the two-part rates are also ineffective
in reducing a utility’s overall costs because they do not effectively
incent customers to lower their monthly demand. As a result, the rates
would likely only reduce the utility’s energy-related costs, such as fuel,
and not the demand-related costs, which include all of the extensive
grid investment costs.

e Unfair. The two-part rates are ultimately unfair because they result in
one group of customers paying the costs to serve another group of
customers. This is a direct result of using two billing elements to
recover the cost of three discreet and different utility services: basic
services; demand-related grid services; and energy-related services.

Does APS propose a demand limiter as a safeguard to protect customers that set a
high demand in relation to their overall energy usage?

Yes. APS witness Miessner discusses the APS-proposed demand limiter at pages 29-30 of his
Direct Testimony. Specifically, APS proposes a demand limiter based on a 15% monthly load
factor calculation, which is an index of the relationship between kW demand and monthly
kWh consumption. At page 30 of his Direct Testimony, Mr. Miessner provides an illustrative
example of how the APS proposed demand limiter would function. The illustration uses a
residential customer with a 5.5 kW demand with 1,000 kWh monthly consumption, which
represents a 25% load factor.” APS's proposed demand limiter would limit this customer
using 1,000 kWh to a 9.1 kW billed demand® even if the customer's metered one-hour
demand during the on-peak hours of 3 p.m. to 8 p.m. was higher. In the example, if the
customer's metered demand was 10 kW, the customer would be billed for the demand charge

based on the maximum amount of 9.1 kW. The load factor index proposed by APS adjusts

71,000 kWh / (5.5 kW x 730 hours in a month) = 25.25%
81,000 kWh / (9.1 kW x 730 hours in a2 month) = 1,000 kWh / 6,552 = 15.26%




10
11
12
13
14
IS
16
17
18
19
20
21
22
23
24
25

Direct Testimony of Ralph C. Smith on Rate Design
Docket Nos. E-01345A-16-0036 et al.
Page 30

the maximum billed kW for the number of billing days in a month and for the customer's

level of monthly kWh usage, so customers with higher usage would have a higher maximum

billed demand limiter.

APS proposes that the demand limiter would not be applicable to partial requirements

customers with on-site generation.

Q. Does Staff believe there is merit in having a safeguard on residential three-part rates
that include demand charges?

A. Yes. Especially during the periods of more widespread adoption of three-part rates that
include a demand component, Staff finds merit in having safeguards such as the APS-

proposed demand limiter mechanism.

Q. What concerns does Staff have concerning the APS proposals for three-part residential
rates with demand charges?

A. While Staff agrees with APS that there is economic merit in providing residential customers
with three-part rates that include demand charges to better align rates with the cost of
providing service, Staff has concerns about the customer acceptance of such rates and the
mandatory nature of the residential rates that APS proposes in the current case. Staff
acknowledges APS's long historical experience with residential Three-Part Rates, but notes
that historically participation in APS's Three-Part TOU rates by residential customers was a
choice by the participating customers, i.e., residential customer participation in those rates
was voluntary. Both rate design programs have been very successful and both have been

offered on a voluntary basis by APS.




B P =]

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
23
26

Direct Testimony of Ralph C. Smith on Rate Design
Docket Nos. E-01345A-16-0036 et al.
Page 31

Staff believes that there is some merit with Three-Part residential rates for new Partial
Requirements customers (customer with on-site generation) after pre-specified dates (i.e., for
non-grandfathered customers), since that will address cost-shifting concerns. Staff notes that
APS continues to approximately 480,000 residential customers on its standard two-part rate
(E-12) and does not recommend involuntarily migrating those customers onto three-part
rates, but rather allowing customers a choice between a coordinated, well-designed package of
residential rate options. Staff recommends that new DG customers also have other rate
options, and the choice of which rate option within a specified selection should be the

customer's.

Staff is very concerned APS’s proposal to impose mandatory three-part rates on the general
body of APS's residential customers in the current case. Staff recommends that APS
continue to offer residential full requirements customers a traditional two-part rate option in
the current case. The participation in three-part rates by customers should be at the

customer's choice, and not mandatorily imposed on customers who do not want it.

Q. Please speak to Customer Education and the importance of it with the introduction of
Three Part Rates.

Al Customer education is critical. Staff encourages APS to have a robust customer educational
program and to explain to customers the benefits of selecting a Three-Part rate, but the
choice as to whether to remain on a traditional Two-Part rate or to migrate to a Three-Part
rate should be the customer's. Implementing residential Three-Part rates for the general body
of APS's residential customers who do not have on-site generation should not be
accomplished on a flash cut basis in a single APS rate case and should occur over a transition
period that includes extensive customer education to inform customers about the new rate

structures and encourage a voluntary customer transition onto the Three-Part rates. The
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gradual implementation of new residential rate structures that are better aligned with the cost
of service is consistent with the Staff's Rate Design Plan, discussed previously in my
testimony. However, forcing a2 more complicated three-part rate structuring on the general
body of APS's residential customers is not being recommended by Staff. Rather, Staff

recommends that customers have a choice of rates and the choice be up to the customer.

F.  Customer Basic Service Charges, Demand Rates and per-kWh Charges

Q. Please discuss APS's proposals for increased fixed monthly customer charges.
A. Currently, APS residential customers pay basic service charges ranging from $0.285 to $0.556

per day ($8.67 to $16.91 per month). APS proposes the following basic service charges:
e  $0.592 per day ($18 per month on average) for the extra-small rate,
Rate R-XS;
o $0.789 per day ($24 per month) for Rate R-1;
e $0.477 per day ($14.52 per month) for Rate R-2; and

e $0.789 per day ($24 per month) for Rate R-3.

As discussed, the rates proposed by APS for Rates R-1, R-2 and R-3 also include the

following demand charges:

® $§0.736 per kW (approximately $22.39 per month on average) for Rate
R-1;

¢ $0.443 per kW (approximately $13.48 per month on average) for Rate
R-2; and

o $0.721 per kW (approximately $21.92 per month on average) for Rate
R-3.
Staff is recommending that three-part rates for residential customers not be mandatory.
Rather residential customers should have a choice to either voluntarily select a three-part rate,

ot to remain on a traditional two-part rate.
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Q. Does Staff agree with the increased charges for those residential rates that have been
proposed by APS?

A. Not entirely. Staff's recommended base rate revenue requirement is lower than the revenue

requirement requested by APS. Staff's lower revenue requirement should provide a basis for
having lower basic service charge increases than those requested by APS, which were based

on APS's higher requested revenue requitement.

Q. Please discuss Staff's recommended approach to establishing basic service charges
for a residential rate package, from which customers would be able to select the rate
of their choice.

A. Staff believes there is a mismatch in the way the basic service charge is presented in existing
rate structures. Subject to testing for customer bill impacts and the concept of gradualism,
Staff recommends that an optimal rate structure would have a higher basic setvice charge for
the standard two-part rate, a basic service charge for the TOU rate that is lower than the basic
service charge for the standard two-part rate, and a basic service charge for the three-part
rates that is lower than the basic service charge for the TOU rate. By way of illustrating this
concept, if the basic service charge for standard two-patt service (similar to existing rate E-12
were set at $16), the corresponding basic service charge for the TOU rate (similar to ET-2)
would be lower (say $14 per month) and the basic service charge for the three-part rates
would be a further step lower (say $12 per month). Staff recommends testing this concept
for customer bill impacts and applying the concept of gradualism. The basic service charge is
one of the rate components that drives customer behavior. In compatison, currently the basic
service charge for the standard residential two-part rate is $0.285 per day, which equates to
$8.67 per month, and the basic service charge for rate ET-2 (the TOU rate) is $0.556, which
equates to $16.91 per month. Under the current structure of basic service charges between

alternative rates such as these, customers are incented to utilize a standard two-patt rate over
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the alternative time varying rate. Staff believes, this is an issue that needs to be addressed and
is recommending that over time basic service charges be higher in two-part rates then in the

alternative TOU and three-part rates.

What package of residential rate offerings does Staff recommend be developed?

Staff recommends that the Company’s residential rates be consolidated into updated rate
structures consisting of a two-part rate for very small residential customers (similar to the
APS-proposed Rate R-XS, but with the threshold to be determined) a standard two-part rate
(similar to existing rate E-12 but with a higher customer service charge and the rate
components updated to reflect the cost of service), a two-part time of use ("TOU") rate
(similar to existing rate ET-2 with a customer service charge lower than the updated rate E-
12, and the rate components updated to reflect the cost of service), and two three-part rates
similar to the APS-proposed R-2 and R-3. The specific details of these residential rates
structures have not been developed, and would need to be tested for customer impacts ptior

to being approved and implemented.

Does Staff support updating the on-peak and off-peak usage hours for the TOU and
three-part rates?
Yes. As discussed below, Staff supports updating the on-peak and off-peak usage hours for

the TOU and three-part rates.

How does Staff recommend that new residential rates be developed and
implemented?

Staff recommends that the Company’s existing residential service rates be updated to reflect
changes related to the cost of service, and then frozen. Staff further recommends that the

Company over a period of 6-8 months embark on a transition and education process to move
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customers from their existing rates to one of the new corresponding rate structures (e.g.,
extra small to R-XS, Standard to Standard, TOU to TOU and Demand to Demand). As rate
design evolves over time, legacy rates are created. These legacy rates present significant
challenges when designing new time varying rates. It is Staff’s desire to mitigate some of the
challenges associated with these legacy rates though the proposed transition and education
process. Staff is also concerned about customer bill impacts and recommends that the new
residential rate structure be tempered by the concept of gradualism and that the rate design
and educational process provide customers with appropriate rate choices for managing their

electric bills.

G. APS Proposal to Discontinue Inclining Block Rates

Q.
A.

What reasons has APS stated for its proposal to discontinue the inclining block rate?

APS witness Miessner's Direct Testimony at pages 32-33 states that APS’s current inclining
block rate (rate E-12) has four pricing blocks in the summer season ranging from $0.097 to
$0.173 per kWh; the highest block price is about 80% higher than the first block. However,
Mr. Miessner states that this price difference is not based on any difference in cost of service.
It does not cost more per kWh to serve a larger user than a smaller one. In fact, the larger
user has a lower unit (per kWh) cost of service. He states that the difference only has the

effect of discouraging customers with larger usage from using this rate.

Does Staff agree with APS's proposal to discontinue the inclining block rate, Rate E-
12?
Yes. As explained by APS, the rate is not based on differences in the cost of service. Staff

agrees with APS's proposal to discontinue Rate E-12.
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H. _APS Proposed Changes to On-Peak Hours

Q.
A,

.L%..

What on-peak hours are currently used in APS's TOU rates?

As explained by APS witness Miessner on page 33 of his Direct Testimony APS cutrently has
two TOU energy rates, ET-1 and ET-2, with on-peak hours of 9 a.m. to 9 p.m. and noon to 7
p-m., respectively. The difference in on-peak and off-peak prices varies by season and rate,

ranging from on-peak prices that are 2.6 to 4.0 times the off-peak prices.

What on-peak hours does APS propose?

APS proposes to consolidate the on-peak hours to 3 p.m. to 8 p.m. weekdays, excluding
designated holidays, and to reduce the TOU price difference so that on peak prices are 1.2 to
1.9 times the off-peak prices for the various rate options. As explained by APS witness
Miessner on pages 33-34 of his Direct Testimony, the change in on-peak hours better reflects

APS's system peak hours.

What is the so-called "duck curve'?

The "duck curve" is a graph of demand on the electric system which reflects the impact of
the dramatic increase in distributed solar production during the day, which represents the
belly of the duck. As solar production ramps down later in the day, customer load increases
going into the evening. This is the neck of the duck. This phenomenon is described in the
Direct Testimony of APS witness Miessner and in the context of APS's load during various
seasons is addressed by APS witness Wilde. As explained by APS witness Wilde at page 4 of

his Direct Testimony:

Non-summer net demand drops in the middle of the day when solar is
producing, creating a steep ramp down into the mid-day hours and back up
into the peak evening hours when solar shuts off and other resources need to
be started to meet peak demand. In California, they call this non-summer load
shape the “duck curve” because it has a tail, a belly in the middle, and a head
at the end of the day when net customer demand is high.
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L

Q.
A.

APS witness Miessner states at pages 34-35 of his Direct Testimony that the Company's
proposed TOU hours of 3 p.m. to 8 p.m. address the "duck curve" by encouraging usage to
be shifted into the belly of the duck (noon to 3 p.m.) and discourages usage during the peak

"neck of the duck" hours.

Has APS proposed adding holidays to the residential TOU rates?

Yes. As described on page 35 of his Direct Testimony, APS witness Miessner states that
currently, there are 6 holidays that are included in the off-peak hours for some residential
time-of-use rates: New Year’s Day, Memorial Day, Labor Day, Independence Day,
Thanksgiving, and Christmas. APS proposes that these holidays will be applied to all of the
new residential time-of-use rates, along with four new holidays: Martin Luther King Day,

Presidents Day, Cesar Chavez Day, which is March 31, and Veterans Day.

Has Staff accepted the above-described APS proposals for revised on-peak hours and
additional holidays for residential TOU rates?
Partially. Statf recommends on peak hours between 2pm and 7 pm on weekdays. Staff also

does not take exception to APS's proposal to include the four additional holidays.

APS Proposal to Discontinue the Electric Vehicle Rate

What electric vehicle charging rate does APS currently offer?

Currently, APS offers an electric vehicle charging rate, ET-EV, which is designed to
encourage customers to charge their vehicles during the nighttime and eatly morning hours.
The ET-EV rate creates a super off-peak period of 11 p.m. to 5 a.m. weekdays, with a lower
kWh energy price. As APS witness Miessner explains at page 35 of his Direct Testimony:

"The concern is that, under the other existing rate options, customers may come home and
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begin charging their electrical vehicles at 7 p.m. and put significant pressure on the

transformer and distribution feeder capacity in their neighborhood."

What reason does APS give for its recommendation to discontinue the electric vehicle
rate?

APS witness Miessner states at page 35 of his Direct Testimony that APS believes that the
proposed demand rate options will provide ample incentive for customers to delay charging
their electric vehicles until after 8 p.m. Therefore, a special electric vehicle rate is no longer

needed.

Do other Arizona utilities currently offer an electric vehicle charging rate?

Yes. For example, Tucson Electric Power Company ("TEP") offers an electric vehicle
discount to customers of record who own and operate a highway approved electric vehicle,
and who are on an open residential Time-Of Use tariff. (See tep.com for information on
TOU tariffs). The electric vehicle discount will be a 5% reduction to the Power Supply
Charges during the off-peak periods. Power Supply Chatges are the sum of the Base Power
Charge and the Purchased Power and Fuel Adjustment Clause (“PPFAC”), as defined in

TEP's PPFAC Plan of Administration.’

How many customers has APS had on Rate ET-EV and what amount of annual
revenue does APS show for this rate?
APS's proof of revenue shows approximately $528,000 revenue in the test year from Rate

ET-EV and 218 customers.

? See, e.g., https:/ /www.tep.com/doc/tep-electric-vehicle-discount-application.pdf
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Q.

A.

Does Staff agree with the APS proposal to discontinue the electric vehicle charging
rate, Rate ET-EV?
No. Staff believes there is merit in continuing the ET-EV rate as an option that is available

for customers with electric vehicles to choose.

Has Staff developed an updated revenue requirement for Rate ET-EV, corresponding
with the Staff's adjusted CCoSS results?

Yes. Staff has developed an updated illustrative Rate ET-EV, cotresponding with the Staff's
adjusted CCoSS and revenue allocation results. As shown on Attachment RCS-13, page 2 of
2, the current adjusted amount of revenue being collected by the ET-EV rate would be

increased by 11.18 percent.

J- Limited Income Bill Program

Q.
A.

A.

Please discuss APS's limited bill program.

APS currently offers two bill-discount programs for customers with limited income. The
Energy Support Program (ESP"), also known as the E-3 rate rider, provides bill discounts for
customers that are within 150% of the federal poverty level. The Medical Care Equipment
Support Program (“MCESP”), also known as the E-4 rate rider, provides a higher bill
discount for similarly situated customers with certain qualifying medical equipment that uses a
lot of electricity. The E-3 and E-4 programs had a combined participation during 2015 of
more than 88,000 customers and funding of $35.6 million, mostly in the E-3 program."

What funding increase is APS proposing for those programs?
As described in the Direct Testimony of APS witness Miessner at page 39, APS proposes pro

forma adjustments to Test Year revenue and costs to provide funding for program growth

10 See the Direct Testimony of APS witness Derstine at page 22 and the Direct Testimony of APS witness Miessner at
page 39. *CHECK
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through mid-year 2017 when new rates are expected to be implemented which amounts to an
additional revenue requirement of $12.7 million. This funding consists of an $11.9 million
revenue adjustment for additional discounts and an $800,000 cost adjustment for additional
administration and marketing costs, which includes income verification expenses to ensure
that the program participants are qualified. APS proposes to recover these costs from all
customer classes, allocated on kWh, and collected through the System Benefits Charge, which

is the current mechanism for recovering these program costs.

Has Staff accepted APS's proposed amount of increased funding for these programs?
Yes. In computing APS's revenue requirement, Staff accepted APS's proposed amount of

increased funding for these programs.

What changes in the discount structure is APS proposing?

As described in the Direct Testimony of APS witness Miessner at pages 39-40, APS proposes
to replace the current percentage-of-bill discount structure with a flat $34 discount per month
for all customers during the Test Year. Similarly the tiered discounts for the E-4 program will
be converted to a flat $57 discount per month, which also reflects the average discount for
that program today. In addition, the discounts will be converted to daily discount amounts of
$1.12 and $1.87 respectively and capped at 80% of the customer’s bill before taxes and other

governmental fees.

Has APS provided information on how its limited income customer discounts
compare with other Arizona electric utilities?

Yes. At page 40 of his Direct Testimony, APS witness Miessner indicates that SRP offers a
discount of 821 per summer and summer peak billing cycles, and a $20 discount per winter

billing cycle, and that Tucson Electric Power Company ("TEP) currently has a $9 discount or
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a grandfathered discounted limited income retail rate and TEP proposed to increase this
discount to $15 in their most recent rate case, Docket No. E-01933A-15-0322. In

comparison with those, APS's current and proposed discounts are larger.

What is Staff's recommendation concerning the APS-proposed limited income
customer discounts?

Staff believes there is merit in having the updated funding levels that APS has proposed, and
in having a flat $57 discount per month discount. However, as noted above, Staff is not
convinced that the three-part residential rate design proposed by APS should be mandatory.
Staff recommends that residential customers have choices, and not be involuntarily

transitioned onto three-part rates with demand charges.

K. Experimental Dynamic Rate Riders

Q.
A.

What dynamic pricing riders does APS cutrently offer?

APS currently offers a peak event pricing and peak time rebate, which provide an extra
incentive for customers to be able to respond to extremely high load conditions and system
emergencies during core summer months. As explained by APS witness Miessner at page 40
of his Direct Testimony, both programs apply a price signal or incentive during a limited
number of critical days as determined by the Company. Customers can save on their bill by
reducing usage during these critical periods, beyond what they are already reducing through
their time-of-use or demand rate. APS has been testing those two programs, along with a
super-peak TOU rate that has a higher TOU price in the late afternoon and early evening day

during core summer months.

Because it has been easier to implement and produced better demand response, APS

proposes to retain the peak pricing rate rider, but to discontinue to the peak time rebate rider
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A.

and the super peak TOU rate. APS proposes to revise the critical hours from the current 2
p-m. to 7 p.m. to the same 3 p.m. to 8 p.m. TOU on-peak period that APS has proposed for

its three-part residential rates.

Is Staff taking exception to any aspects of these APS proposals?

No. Staff does not take exception to the APS proposals to retain the peak pricing rate rider,
and discontinue the other two experimental programs. Cancelling experimental riders after
they have served their useful purpose is appropriate, as is retaining ones that continue to
serve a useful function. Staff agrees with APS's proposed revision to the critical hours to 3

p-m. to 8 p.m.

I..  Flat Bill Option

Q.
A.

What is APS proposing for a flat bill option?

As described by APS witness Miessner at pages 42-43 of his Direct Testimony, APS proposes
to make a flat bill option available to customers on Rates R-1, R-2, R-3, and R-XS. The flat
bill option would not be available to partial requirements customers with onsite generation,
customers who do not have an AMI meter, customers on a limited-income discount,
customers with less than 12 months of AMI billing history, or extremely large or small

customers whose bills would be too difficult to estimate.

Initially, APS proposes to limit participation to 10,000 customerts to test the concept, but APS

proposes that it could raise or eliminate the cap with notification to Staff.

Under the program, customers pay a pre-determined flat bill each month that is based on the
underlying retail rate, the billing determinants from the prior year and any expected increases

in annual adjustors, plus a 15% "hedge premium" to reflect potential increases in kWh usage
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or kW demand during the year. APS proposes that the flat bill would be re-calculated each
year based on the customet's new prior year kWh and kW billing determinants and the new

expected adjustor rates.

As proposed by APS, there would be no true-up to the customet's undetlying calculated bill.
APS proposes to track the difference between the flat bill and the underlying calculated bill.
If that difference exceeds a 30% threshold on a cumulative month basis, the customer's flat

bill amount would be reset for the remainder of the year to reflect the difference.

APS proposes to administer the program on a calendar year cycle. Customers can enroll in or
drop out of the program during an open enrollment period in the fourth quarter of the year.
The customer's flat bill would be computed based on their prior 12 monthly billing

information.

Q. Please discuss Staff's analysis of the APS-proposed flat bill rider program.

A. Staff believes that the flat bill option idea may have merit. Howevet, Staff has concerns that
the APS proposal to include a 15% "hedge premium" may result in over-charging customers,
particularly since there is no true-up at the end of the year. Staff notes that the program as
proposed by APS includes a separate reset provision that would apply if differences between
the flat bill and underlying calculated bill exceed a 30% threshold. Staff would support the
APS-proposed flat bill program without the 15% "hedge premium" or, in the alternative, with
that 15% premium being refundable to the participating customer in full to the extent that the
customer's kWh usage and kW demand did not increase during the year or refundable in part,

proportionally, if the customer's usage and demand increased by less than 15%.
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M. APS's Proposed Transition of Customers to the New Residential Rate Design

Q.
A.

What transition period is proposed by APS for the new residential rate design?

In order to inform customers about the new rates, APS proposes to implement them in a
structured manner over a transition period following the Commission's decision in this rate
case. APS witness Derstine at pages 16-17 of her Direct Testimony states that APS plans on
transitioning its customers to the new rate plans proposed in this case in phases. APS will
move customers to the new plans based upon their billing cycle. She indicates that no existing
residential customers will be migrated during the three peak summer months of June, July,
and August, 2017. Prior to moving any customers to new service plans, APS will analyze the
customer's prior year's usage and determine which of the new rate plans is the best for the
customer. APS will move all residential customers to the plan that is best for them, provided
they are eligible for that plan. However, once the new rate plans first go into effect, a
customer may choose any of the new plans. Customers do not have to wait to be migrated
and can elect any plan that they are eligible for, not just the rate APS believes would be the
best option for them. APS anticipates that all residential customers will be migrated to the

new plans within 9 to 12 months of the date a decision is entered in this case.

Prior to migrating any customer, APS will send the customer a customized letter, explaining
that APS has done an analysis of their account and will be automatically moving them to the
plan that is best for them based upon their usage history. The communication from APS to
the customer will also contain behavioral tips for saving money on the new plans, focusing on
Shift, Stagger and Save, as described above and in Attachment SLD-5DR to APS witness
Derstine's Direct Testimony. After sending the initial letter and in conjunction with the time
they are moved to the new plan, APS indicates that the customers will be sent an additional

notice reminding them their plan has changed. The reminder notice will be sent via bill insert
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and email (for aps.com registered customers). Customers will also be encouraged to visit

aps.com for more information about the new plans and options.

APS witness Miessner states at page 47 of his Direct Testimony that:

During the transition period, residential customers will be billed under the
current rate schedules, which will be revised to reflect the increased revenue
requirement approved for the residential class. All customers will initially be
served under the corresponding transitional rate - E-12 customers on the E-
12 transitional rate and so on. So there will be no need to immediately place a
customer on a new rate at the conclusion of the rate case. The rates will be
frozen so that once a customer either chooses a new rate option or is placed
on one, they may not return to the frozen rate. After the transition period, the
transitional rates will be cancelled. The revised existing rate schedules are
provided as part of the Company’s SFRs.

Q. Does Staff agree with the transition proposed by APS?

A. No. Staff disagrees with APS's proposal to involuntarily migrate all but very small residential
customers onto three-part rates. Staff supports an orderly transition along with customer
education about the new rate structure and customer choice. However, Staff does not
recommend that APS be allowed to impose three-part rates on all residential customers
having usage above 600 kWh per month. Rather, Staff recommends that APS educate
customers about the new rate options, and how customers could save by modifying their

usage and voluntarily selecting one of the three-part rates. Staff recommends that all of APS's

residential customers continue to have choices, including an option of a two-part rate.

VII. GENERAL SERVICE RATES
A. APS's Current General Service Rates and APS's Proposed Changes

Q. Please discuss APS's current general service rates.
A. APS's General Service customer class includes all non-residential customers except irrigation

and outdoor lighting customers. Businesses, schools, universities, hospitals, manufacturers,
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and governmental accounts are examples of general service customers. APS currently offers a

number of rate offerings for general service customers including:
® Standard rates for extra-small, small, medium, large, and extra-large
customers (E-32);
e Time-of-use rates for these same customer groups (E-32 TOU);
® Time-of-use rates for schools (GS-Schools M and L);
® A frozen time-of-use rate for houses of wotship (E-20);

e Rates for power plants that uses some retail service (E-36 XL and M);
and

® Anunmetered service rate (E-30).

APS also offers several rate riders for general service customers, including:
® Rate Rider Schedules E-56 and E-56 R for partial requirements
service;

® Rate Rider Schedules EPR-2 and EPR-6 for partial requitements
service for certain qualifying renewable generation;

® Experimental Rate Rider AG-1;
¢ Rate Rider Schedule PPR for preference powet;
® Rate Rider Schedule IRR for interruptible rates; and

* Rate Rider Schedule SGSP, a schools and government solar program.

Q. What changes is APS proposing for General Setvice Rates?
A. As explained on page 49 of APS witness Miessner's Direct Testimony, the Company is

proposing the following changes and additions to General Service Rates:
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e Increase the rates to reflect the requested increase in revenue requirements for the class;

e Increase the basic service charges;

® Modify rates E-32 XS (extra-small) and E-32TOU XS by including a demand charge and
simplify the kWh charges by eliminating the second tier rates. Also, change the
qualification for these rates to be consistent with other general service rates;

® Reduce the number of on-peak hours for the E-32 TOU rates;

® Reduce the gap to cost of service for rates E-20 and reduce the difference from the
alternative E-32 rate options;

e Cancel rate rider IE-54 for seasonal service;
® Discontinue the AG-1 experimental rate rider for buy-through power;
® Add a new optional aggregation discount for large customers with multiple sites; and

¢ Add a new rate for customers with extra high load factors.

B. Rates E-32 XS (extra-small) and E-32TOU X§

Q.
A.

A.

What Demand Charge does APS propose to add to Rates E-32 XS and E-32TOU XS?

Similar to its residential rate proposals, the Company proposes Three-PartRates for Rates E-
32 XS and E-32TOU XS. For Rate E-32 XS, APS proposes including adding a Demand
Charge of $6.90 per kW per month for secondary level service and to increase the Basic
Service Charge from $20.44 to $35.28. APS proposes demand charges for E-32TOU XS of

$4.546 on-peak and $2.599 off-peak for secondary service.

Does Staff agree with that APS proposal?
Not completely. Similar to the residential rate proposals, Staff recommends that small
General Service customers should also be able to choose to have a Two-Part Rate. Staff

opposes APS's proposal to involuntarily impose Three-Part Rates on small General Service
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customers. Staff supports APS's proposal to offer a Three-Part Rate E-32 XS and Rate E-
32TOU XS, but Staff recommends that the small General Service customers should have a

choice between Two-Part and Three-Patt rate options.

Does Staff agree with APS's proposal to eliminate the second tier of the extra-small
General Service rates?

Yes. Currently, the extra-small General Service rates have a first-tier kWh charge for the first
5,000 kWh in 2 month and a lower second-tier charge for all other kWh consumption. Staff
agrees with APS's proposal to reduce the first-tier kWh charge and eliminate the second
because very few extra-small customers reach the 5,000 kWh threshold in a month and

because the second tier adds undue complexity to the rates and is unnecessary.

Does Staff agree with APS's proposal to change the on-peak period for the extra-small
general service TOU rates?
Yes. Staff agrees with APS's proposal to use an on-peak TOU period of 3 p.m. to 8 p.m.

weekdays, without any holiday exemptions, for the extra-small General Service TOU rates.

Has Staff developed illustrative rates for extra small general service customers using
Staff's adjusted cost of service and revenue allocation?

Yes. Similar to some of the comments regarding residential rate design, Staff is concerned
that there is a mismatch in the way the basic service charge is presented in existing rate
structures for extra small general service customers. Subject to testing for customer bill
impacts and the concept of gradualism, Staff recommends that an optimal rate structure
would have a higher basic service charge for the standard two-part rate, a basic setvice charge
for the TOU rate that is lower than the basic service charge for the standard two-part rate,

and a basic service charge for the three-part rates that is lower than the basic service chatge
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for the TOU rate. Under the current structure of basic service charges between alternative
rates such as these, customers are incented to utilize a standard two-part rate over the
alternative time varying rate. Staff believes, this is an issue that needs to be addressed and is
recommending that over time basic service charges be higher in two-part rates then in the
alternative TOU and three-part rates. Exhibit RCS-14 illustrates how the Staff adjusted
revenue allocation and the establishment of basic service charges could be used to establish
new two-part rates for extra small general service rates E-32 XS and E-32 TOU XS8. Exhibit
RCS-15 presents similar illustrative rate design for three-part versions of these rates that

include a component for demand charges.

C. Proposed Cancellation of Rate Rider E-54

Q. Does Staff agree with APS's proposal to cancel rate rider E-54, which is a seasonal
service alternative minimum bill rider?

A. Yes. APS has indicated that there are currently no customers participating in this rate rider.
Moreover, it 1s no longer necessary or beneficial to customers given the changes to rate E-32

L in APS’s last general rate case.

D. Experimental AG-1 Rate

Q. What is the APS Experimental AG-1 Rate?

A. Pursuant to the Settlement Agreement in APS's last base rate case that was approved in
Decision No. 73183, APS offered an experimental buy-through rate for the generation
portion of the bill for large and extra large commercial and industrial customers. The program
was limited to 200 MW of total participation, to ideally be split equally between the large and

extra-large customer groups.
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A

Have APS customers been using the Experimental AG-1 Rate?
Yes. As indicated by APS witness Snook on page 43 of his Direct Testimony, customer
interest in the program exceeded the program size limits, so APS conducted a lottery to select

participants for the experimental program. The program is fully subscribed.

Has the sunset date for the Experimental AG-1 Rate been extended?
Yes. Initially, the program had a sunset date of June 30, 2016, but the date was extended by
the Commission in its Decision No. 75322 (November 25, 2015) to coincide with the

ultimate rate effective date of the Decision in this rate case.

Has APS identified concerns with the Experimental AG-1 Rate?

Yes. APS has raised concerns that the Experimental AG-1 Rate has not enabled APS to
recover its costs. APS witness Snook states on page 44 of his Direct Testimony that APS
believes the AG-1 program has significant flaws and shifts unreasonable revenue
responsibility to other customers. He states that APS has had unmitigated lost margins from
the AG-1 program every year it has been in place. Consequently, APS does not view the

Experimental AG-1 Rate as a sustainable program.

What does APS propose for the Experimental AG-1 rate?

APS proposes that it not be renewed.

In the event that a buy-through program like the Experimental AG-1 rate were to
continue to be required by the Commission to be offered by APS, does APS
recommend some changes to the cutrent program?

Yes. APS recommends several modifications to ensure that AG-1 customers directly pay a

greater share of APS's cost of providing them service. The specific changes recommended by
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APS are listed in Mr. Snook's Direct Testimony at pages 44-45. However, even with such
modifications, Mr. Snook states at page 46 of his Direct Testimony that APS does not believe

that the benefits of a renewed AG-1 program outweigh the risks.

Q. Does Staff support the renewal of the Experimental AG-1 Rate?

A. Staff recognizes that the Experimental AG-1 rate has been a popular program with the
eligible APS customers. Thus, there is likely to be continued interest in the program from the
customers who are currently participating, as well as from other APS customers who have
wanted to participate but could not, due to the program limitations to 200 MW of total
participation. On the other hand, Staff acknowledges APS's significant concetns about
significant program design issues. In particular, Staff is concerned about shifts of revenue
requirement responsibility to other APS customers, which was one of the main concerns
identified by APS. Staff shares APS's concerns that the Experimental AG-1 Rate in its
current form is not sustainable. Staff agrees with APS that if a program similar to the AG-1
Rate were to be provided, a number of modifications to the current version of the
Experimental AG-1 Rate would be needed. Because of such concerns, Staff is not opposed to
APS's request to not renew the Experimental AG-1 Rate. Staff recommends that APS
continue to work with the large customers who are on the AG-1 Rate and who would be
eligible for the AG-1 rate but for the program limitations, and to see if modifications can be
developed to provide for a buy-through rate that addresses the concerns noted above. Staff
does not recommend approval of a AG-1 type rate unless it can be demonstrated that no

other customers will be harmed as a result of the program.
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E. Economic Development, Service S chedule 9

Q. What is APS proposing for a new Economic Development rate provision, Service
Schedule 9?7

A As described by APS witness Snook at pages 47-48 of his Direct Testimony:

The proposed Service Schedule 9 is intended to support commercial and
industrial economic development in the APS service tertitory. The Company
proposes to provide a bill discount over a period up to six years for qualifying
new or expanding customers. Eligible customers include new customer sites
and significant net expansions for existing sites served under extra-large
general service rates E-34 and E-35, with a minimum new load of 1,000 kW
for existing customers and 2,000 kW for new customers, and monthly average
load factors of at least 55%. The discount would be specific to each customer,
within the following parameters: 1) the discount does not exceed 25% and 2)
is no less than APS’s marginal cost of providing service. APS will file
agreements executed under Service Schedule 9 with the Commission Staff in a
compliance filing. APS envisions that the discount would typically be
structured on a declining annual basis over the term. The eligible customer
would also be encouraged to participate in the Company’s energy efficiency
program, demand response program, or renewable energy programs to help
minimize any system peak impact from the new load. Total participation
under this service would be limited to 100 MW of load or 50 new customers,
whichever is less (on 2 MW basis).

What has APS proposed for an Economic Development rate?
A. As described by APS witness Snook at pages 47-48 of his Direct Testimony, the APS-
proposed Schedule 9 is intended to support commercial and industrial economic

development in APS's service territory. APS proposes to provide a bill discount over a

period of up to six years for qualifying new or expanding customers.

Q. What eligibility requirements does APS propose for the Economic Development rate?
A. APS proposes that eligible customers include new customer sites and significant net
expansions for existing sites served under extra-large general service rates E-34 and E-35,
with a2 minimum new load of 1,000 kW for existing customers and 2,000 kW for new

customers, and monthly average load factors of at least 55%. The APS-proposed eligibility
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A.

requitements are set forth in additional detail in Section 1 of APS's proposed Service

Schedule 9.

What features of the Economic Development rate does APS propose to avoid cross-
subsidization?

APS proposes that the discount be specific to each qualifying customer and that (1) the
discount does not exceed 25% and (2) the discounted rate is no less than APS's matginal cost
of providing service. APS further proposes that it would file the agreements that it executes

with customers pursuant to Schedule 9 with the Commission Staff in a compliance filing.

What are some of the other features of APS's proposed Economic Development rate
program?

APS witness Snook also states that the Company envisions that the discount would typically
be structured to decline annually over the term. Moreover, the eligible customer would be
encouraged by APS to participate in the Company's energy efficiency program, demand
response program, ot renewable energy programs to help minimize any system peak impact
from the new load. Finally, APS proposes to limit participation in the Economic
Development rate program to 100 MW of load or 50 new customers, whichever is less (on an

MW basts).

Does Staff support the APS proposal for an Economic Development rate?
Yes. Staff supports the APS proposal for an Economic Development rate under Service

Schedule 9.
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Q. Does Staff have any recommendations concerning the APS compliance filings?

A. Yes. When APS files the customer agreements, in addition to providing Staff with a copy of
the "Customer Characteristics Report" listed in Section 4 of the APS-proposed Service
Schedule 9, APS should provide Staff with information estimating the impact on peak
demand from the new load, as well as information clearly demonstrating that (1) the discount
does not exceed 25% and (2) the discounted rate is no less than APS's marginal cost of

roviding service.
g

Q. Does Staff have any recommendations concerning the "Conflict of Interest"
provisions in Section 2 of the APS-proposed Service Schedule 9?

A. Yes. The APS-proposed Conflict of Interest provisions include APS submitting an affidavit
to the Commission that includes statements that no current officer or director of Pinnacle
West Capital Corporation or any of its subsidiaries has a direct or indirect interest in the
Customer or in any entity which has provided substantial services to the Customer in
connection with a proposed agreement under this schedule. Staff recommends that this
Conflict of Interest provision be strengthened by including in the statement not only current
officers and directors, but also any persons who have been officers or directors of Pinnacle
West Capital Corporation or any of its subsidiaries within the three-year period prior to the

Service Schedule 9 agreement.

F.  Extra-High 1.0ad Factor Rate

Q. Please discuss APS' proposal for a new Extra-High Load Factor (“XHLF”) Rate.

A. APS witness Snook discusses this APS proposal at pages 46-47 of his Direct Testimony. To
qualify for the new XHLF rate, the customer must have a monthly average load factor of
92% in nine of the last twelve months, on a rolling basis. In addition, different than other

extra-large rate schedules, the minimum size qualification is 5,000 kW or greater, rather than
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3,000 kW. A few additional features of the XHLF rate would be available to customers with a
minimum size of 15,000 kW. For example, APS is proposing the option of qualifying for
transmission level service through a contribution in aid of construction (“CIAC”), rather than
outright purchase of the facilities, at the 15,000 kW threshold. This option will require the
customer to also enter into a maintenance contract and share in the cost of replacing any
equipment that is necessary. As part of this option, APS will also offer to finance the CIAC at
APS’s WACC established in its most recent rate case for a period not to exceed ten years.
Additional details of APS’s proposed XHLF Rate Schedule have been provided by APS in its

Standard Filing Requirement Information, under “General Service.”

Q. Does Staff support APS's request for a new XHLF rate?

A. Staff believes there is merit in the APS-proposed new XHLF Rate. Staff has adjusted the
amount of revenue that should be collected an XHLF rate (based on using Staff's adjusted
CCoSS results) in Attachment RCS-13, page 2, to $17.508 million. This is a 4.36 percent
increase over the adjusted amount of current revenue listed by APS of $16.776 million, and is

lower than the APS-proposed amount of $24.650 million.

VIII. RATES FOR IRRIGATION/WATER PUMPING, OUTDOOR LIGHTING, AND
DUSK-TO-DAWN LIGHTING SERVICE

Q. Does Staff agree with the rates proposed by APS for Irrigation/Water Pumping,
Outdoor Lighting, and Dusk-To-Dawn Lighting Service?

A. No. However, as shown on Attachment RCS-12 and RCS-13, the differences for these rates
between Staff and APS relate to the Staff's recommendation to use a lower jurisdictional

revenue requirement.
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IX.

A.

Q.
A.

A.

OTHER APS-PROPOSED RATE CHANGES

Flagstaff Solar Experimental Rate Rider, Rate Schedule CMPW-01

What is the Flagstaff Solar Experimental Rate Rider?

As explained in APS witness Miessner's Direct Testimony at page 42, this is an experiment
involving 125 residential customers on a single feeder in APS's Northern region. APS
installed and owns the rooftop solar units, which are hooked up directly to the grid and do
not serve the load in the home. The program has been ongoing for approximately five years,
and APS has completed the grid impact assessments. Therefore, APS proposes to consolidate
the Flagstaff Solar Experiment into the Solar Partner Program, with the $30 per month bill
credit for renting the customer’s roof. Because of the consolidation, APS proposes to cancel

the Flagstaff experimental Rate Schedule CMPW-01.

Does Staff agree with this APS proposal?
Staff does not take exception to this APS proposal. Cancelling experimental riders after they

have served their useful purpose is appropriate.

Changes to Service Schedule 1 Charges

What changes is APS proposing to Service Schedule 1 charges?
APS witness Miessner's Direct Testimony at pages 59-60 lists the following Service Schedule

1 current rates, APS's proposed charges and the changes:
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Service Schedule 1 - Statement of Charges- Proposed Changes

Description 'an:’:g’:f g: ::;:: Difference
Residential Service Establishment Charge $§ ROD § 2500 § (17.00)
Nonresidential Service Establishment Charge § 3300 § 3500 §  (2.00)
After hours Charge —Residential Standard Metering | § K00 § 7500 S (67.00)
:gfcrr{t::rs Charge —Residential Non-Standard S 137.00 § 7500 §  62.00
After hours Charge -Nonresidential 5 164.00 § 7500 § 89.00
Same Day Connect Charge $ K700 $§ 7500 § 1200
x'nh-::zdud Connect Charge (per crew person, S 164,00 S 7500 s 89.00
Electronically Transmitted Payvment Discount § (048) § (048 S E
Dishonored Payment Fec § 1500 § 1500 S -
Field Call Charge § 1000 § 1500 § (5.00)
Owverhezad Reconnection Charge § E9.00 § 9650 §  (7.50)
Underground Reconnection Charge § 13500 $11500 $ 2000
Non-Standard Metering- Monthly Meter Reading § 1500 § 1500
Set-up fee for customer with existing AMI meter § 7000 §  70.00
ic;-:r fee for customer without existing AMI S 5000 S %0.00
Meter Reread $ 1400 S 1650 $  (2.50)
Meter testin shop $§ 4400 § 3000 $ 14.00
Meter test at site S 93.00 § 5000 S 4100
Trip Charge - Residential § 2200 S 1600 § 6.00
Trip Charge - Nonresidential $ 2600 § 16.00 § 10,00

Opverall, the changes proposed by APS to these charges are anticipated to result in
approximately $3.9 million in reduced annual revenue, which is reflected in the APS pro

forma adjustment to Test Year revenue detailed in Attachment CAM-07DR.

Q. Does Staff have issues with some of the APS-proposed Schedule 1 fees?
A. Yes. Staff recommends that the APS-proposed "set-up" fees of $70 and $50 for customers to

opt-out of having an AMI meter be rejected.

Additionally, Staff questioned the cost support provided by APS for the $87 Same
Day Connect Charge and the $164 Non-standard Connect Charge (per crew person per

hour). In response to such Staff inquiries, APS has indicated that a correction is needed.
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C. AMI-Meter Opt Out Fees

Q. Please discuss the charges proposed by APS for customers who opt out of having
AMI meters.

A. The AMI opt-out option allows customers to be served with a digital meter and manual meter
reading instead of the AMI system. Details of the meter technology and related program
information are provided in the Direct Testimony of APS witness Bordenkircher. There are
additional charges to cover the one-time special installation cost and the monthly cost of
reading the meter manually with APS personnel rather than automatically through the AMI
communication network. APS proposes a one-time installation charge of $70 for customers
with an existing AMI meter ($50 for customers without an existing AMI meter), and an on-

going meter reading charge of $15 per month.

Q. How many customers does APS have that have opted out of having AMI meters?
A. APS witness Bordenkirchet's Direct Testimony at page 10 shows that in 2015 APS had

16,568 customers with non-standard meters:

RERMIDLINEPO S e R e e
~Northwestern ~ Prescott, Cottonwood, Sedona, Dewey, Flagstaff 10,352
_Metro Phoenix 3610

_Northeastern _Payson, Show Low, Snowflake 1,856
_Southeastern  Casa Grande, Bisbee, Douglas, Globe, Miami 518

_Southwestern Yuma, Parker, San Luis - 232
Grand Total 16,568

In the response to Staff 9.18, APS showed that as of September 30, 2016, 15,890 customers

had elected to not have an AMI meter.
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What concerns does Staff have concerning the AMI opt-out charges?
A. Staff is concerned with determining whether or not the opt-out fees are cost-based and

appropriate.

Q. Has Staff reviewed the cost support provided by APS for these charges?

A. Yes. Staff has reviewed the information provided by APS for these charges including the
information provided in APS witness Bordenkircher's testimony. APS claims that a
residential customer that chose to opt-out created additional meter reading related costs to
APS during the Test Year of $232.15; this is comprised of $66.79 for the initial set-up plus an
additional $13.78 per month. APS claims that a commetcial customer’s additional cost in
2015 was $499.95; this is comprised of $334.59 for the initial setup plus an additional $13.78
per month. Mr. Bordenkircher states at page 10 of his Direct Testimony that the total cost
and expenses attributable to meter reading for non-AMI meters in the Test Year was
$3,071,131. He indicates that this cost includes expenses such as: the additional transportation
costs and wear and tear on vehicles; additional employees or additional employee time
allocation to manually read meters and input the information into the billing system; and

additional supplies, equipment and technology.

Q. Are there some customers, who, under APS's proposal would not have the option to
opt-out of having an AMI meter?

A. Yes. According to the Direct Testimony of Scott Bordenkircher, rooftop solar customers
and non-residential customers would not have the option to opt out. APS would not allow
rooftop solar customers to opt-out of having an AMI meter because it is ctitical to APS's grid
reliability and load forecasting accuracy that APS have current production data from all

rooftop solar systems. APS has also stated that non-residential customers would not be
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1 allowed to opt-out because they are larger customers with more complex billing structures

2 that require the sophistication of an AMI meter.

3

41 Q. Why does APS assert that it is appropriate to charge customers refusing '"smart"
5 meters additional charges for meter reading and set-up when other customers will be
6 receiving that same service at no extra charge?

71 A. APS responded to this question in Woodward 2.10(d) as follows:

8

9 Customers who specifically choose to opt out of APS's standard metering
10 when they otherwise could be successfully served via standard metering are
11 causing additional costs for the utility that it would otherwise not have. It is
12 therefore appropriate for those customers who make that choice to bear those
13 costs.
14

15 Q. Why does APS assert that it is appropriate to charge customers refusing "smart"

16 meters the cost of the "smart" meters system they are not using, the cost of manually
17 reading their meters, plus the cost of manually reading these customer meters that
18 cannot be serviced by a "smart" meter.

191 A. APS responded as follows to this question in Woodward 2.10(e):

20

21 APS's metering cost structure includes the costs associated with metering all
22 customers via AMI as well the small number of customers who cannot
23 (through any choice of their own) be metered via AMI. These costs are shared
24 by all APS customers. Customers who specifically choose to opt out of APS's
25 standard metering when they otherwise could be successfully served via
26 standard metering are causing additional costs for the utility that would
27 otherwise not have. It is therefore appropriate for those customers who make
28 the choice to bear those costs.

29
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1| Q. Did APS provide information showing the cost basis for its proposed AMI meter opt-
2 out charges?
3 A Yes. APS provided information showing the cost basis for its proposed AMI meter opt-out
-+ charges in Scott Bordenkircher's direct testimony and in response to Staff 9.18.
5
6 Q. How does the AMI opt-out option proposed by APS compare to charges that are
7 similar for other Arizona utility companies?
8 A. In 2013, Tuscan Electric Power (TEP) had a rate case (Docket No. E-01933A-12-0291) in
g which they proposed similar fees that APS i1s proposing in this rate case regarding the AMI
10 opt-out option. Decision No. 73912 in regards to that case states that the Commission
11 currently has an on-going investigation docket on safety, privacy and health issues concerning
12 the use of smart meters, Docket No. E-00000C-11-0328. TEP's rate case was held open for
13 AMI opt-out issue until the Commission's investigation concluded and decide on the
14 appropriateness of TEP's opt-out charges and tariffs after the Commission's decision was
15 entered into Docket E-00000C-11-0328. As of now, that investigation is still open. Therefore,
16 TEP's issue regarding the opt-out option is still undecided. In TEP's 2015 rate case (Docket
17 No. E-01933A-15-0322), Staff recommended in Howard Solganick's Rate Design Direct
18 Testimony, that the costs of a new meter installation should be recouped from the customer
19 requesting a non-standard meter (at the fee for Service Establishment, Reestablishment, or
20 Reconnection of Service under usual operating procedures During Regular Business Hours)
21 along with the monthly reading costs (at the Special Meter Reading Fee). In its rebuttal
22 testimony, TEP agreed with Staff witness Solganick's recommendations. According to TEP's
23 Statement of Charges, the Special Meter Reading Fee is $20, and the Service Establishment,
24 Reestablishment, or Reconnection of Service under usual operating procedures During
25 Regular Business Hours is $32.
26




=

— O D 00 -1 O Ln

[RE

13
14
15
16
17
18
19
20
21
22
23

24
25

26
27

28
29

30

Direct Testimony of Ralph C. Smith on Rate Design
Docket Nos. E-01345A-16-00306 et al.

Page 62

Q.
A.

charge level of $25.

What are APS's current fees for a meter installation?
In APS's Service Schedule 1 in their Statement of Charges, APS lists their Residential Service
Establishment Charge as $25, and their Non-Residential Service Establishment Charge as

$35. APS describes their Service Establishment Charge as follows:

2.2 Service Establishment and Customer Request for Special Service
Charge - A Service Establishment Charge of $25.00 for residential and $35.00
non-residential plus any applicable tax adjustment will be assessed each time
Company is requested to establish, reconnect or re-establish electric service to
the Customer's Delivery Point, or to make a special read without a disconnect
and calculate a bill for a partial month.

2.2.1 The Customer will additionally be required to pay a trip charge of
$16.00 when an authorized Company representative travels to the Customer's
site and 1s unable to complete the Customer's requested services due to lack of
access to the Point of Delivery.

What are APS's proposed charges for Service Establishment?

APS proposes to reduce the Residential Service Establishment charge to $8 from the current

Establishment charge to $33 from the current charge level of $35.

Has APS provided information concerning its cost of meter installation per unit, and

is its installation cost different for AMI and non-AMI meters?

Yes. APS's response to Woodward 2.19(d) provided APS's meter cost information as follows:

[HIGHLY CONFIDENTIAL]

[END HIGHLY CONFIDENTTAL]

APS proposes to reduce the Nonresidential Residential Service
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Q. Does APS distinguish its meter installation costs between whether a meter is an AMI
meter or not an AMI meter?
A. No. APS's meter installation costs are based on the meter phase and not upon whether the

meter 1s AMI or non-AMI.

Q. Should the cost for installing a non-AMI meter be more than the cost of installing an
AMI meter?

A. No, it should not.

Q. What is Staff's recommendation regarding APS's proposed AMI meter opt-out
option?

A Staff supports the $15 meter reading fee that APS proposes to charge, because APS has
reasonably demonstrated that it would incur additional costs associated with meter reading
for customers who voluntarily choose to opt-out of having an AMI meter, in comparison to
customers who have an AMI meter. Staff views the $15 meter reading fee is cost-based and

relates to the additional costs attributable to the customer's choice to not have an AMI meter.

However, Staff does not support the APS-proposed set-up fees of $70 for a customer
with an existing AMI meter and $50 for a customer without an existing AMI meter. APS has
not demonstrated that its cost of installing 2 non-AMI meter is different from its costs of
installing an AMI meter, thus charging customers who opt-out of having an AMI meter an
additional installation or set-up fee is not reasonable. The standard residential and
nonresidential Service Establishment Charges should apply regardless of whether the

customer has an AMI or non-AMI meter.
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D. Same Day Connect Charge and Non-standard Connect Charge

Q. Did the APS-proposed Same Day Connect Charge and Non-standard Connect Charge
agree with the cost support that APS provided for those charges?

A. No. The APS-provided cost support for the Non-standard Connect Charge shows $91,
rather than the §164 proposed by APS for that charge. In response to an informal inquiry by

Staff about this, APS provided the following statement:
[TThe $91 listed under the blended cost column should be updated to $164.

The primary difference in the Non-Standard connect charge versus the Same
Day connect charge is that the Non-Standard is listed at 1 hour of field time
instead of two. The blended costs are still the same because the individual
charge for that service alone at 2 hours would be higher than $163.43, but the
decision was to level the charges at $164 for consistency. In most cases, the
field time for the Non-Standard connect is in fact 2 hours, but that was not
reflected in this chart.

With this additional explanation from APS, Staff has accepted those charges.

X. RATE STABILIZATION MECHANISM

Q. What does APS propose for a Rate Stabilization Mechanism in the current rate case?

A. Apparently, APS is not proposing adoption of a Rate Stabilization Mechanism in the current
rate case. APS witness Snook explains at pages 34-35 of his Direct Testimony that the
Company believes that a full revenue decoupling mechanism, which he refers to as a Rate
Stabilization Mechanism ("RSM") could have some benefits to the Company and its
customers, which he lists on page 35 of his Direct Testimony. However, at page 35, he also
states that APS determined that this case was not the appropriate time to propose the RSM.
From the discussions in Mr. Snook's testimony, it is apparent that APS is not proposing

adoption of full per-customer revenue decoupling or an RSM in the current rate case.
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XI. LOST FIXED COST RECOVERY MECHANISM

Q. What is the Lost Fixed Cost Recovery mechanism?

A. The LFCR mechanism provides for the recovery of lost fixed costs, as measured by revenue,
associated with the amount of energy efficiency (“EE”) savings and distributed generation
(“DG”) that is authorized by the Commission and determined to have occurred. Costs to be
recovered through the LFCR include the portion of transmission costs included in base rates
and a portion of distribution costs, other than what is already recovered by (1) the Basic
Service Charge and (2) 50% of demand revenues associated with distribution and the base

rate portion of transmission."’

Q. Is APS proposing revisions to its LFCR?
A. Yes. As described by APS witness Snook on pages 36-37 of his Direct Testimony, APS is

proposing some modifications to its existing LFCR, including the following:

® The Company is proposing that the LFCR rate filed on January 15th
become effective on the first billing cycle in March each year unless
the Commission takes specific action on the LFCR compliance filing.

® The Company is proposing to increase the year over year cap to 2%.

e APS is proposing to update the costs eligible for recovery. Specifically,
APS is proposing that the LFCR be modified such that 100% of
transmission, distribution and generation costs collected through
energy charges are included and 50% of transmission, distribution and
generation costs collected through demand charges are included.

® APS is proposing to remove the LFCR opt-out rate option, which
APS indicates has proven unnecessary.

® APS is proposing that the adjustment will be no longer be applied to
customers’ bills as an equal percentage surcharge, but rather as a
capacity (demand) charge per kW for customers with a demand rate
and as a kWh charge for customers with a two-part rate without
demand.

11 See, ACC Decision No. 73183, Attachment F, page 1.
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Q. Has APS provided its revised LFCR Plan of Administration?

A. Yes. APS provided its revised LFCR Plan of Administration in the Standard Filing
Requirements.

Q. Why is APS proposing to cancel the LFCR opt-out option?

A. APS witness Meissner states at page 41 of his Direct Testimony that the LFCR opt-out
option is typically not beneficial to customers, is not widely subscribed, and in APS's opinion
1s unnecessary.

Q. What portion of APS's residential customers have elected the LFCR opt-out option?

A. APS's response to Staff 5.5 (attachment APSRC013333) indicates that approximately 0.302
percent of its residential customers have elected the LFCR opt-out option for its 2015 LFCR
filing and 0.273 percent of residential customers elected to opt out of the Company's 2014
LFCR filing.

Q. Does Staff agree with those APS-proposed revisions to the LFCR mechanism?

A. Staff agrees with portions of the APS-proposed LFCR modifications and does not agtee with

other parts.

Staff does not agree with APS's first three proposed changes to the LFCR and recommends

that those revisions be rejected.

Concerning the LFCR opt-out option, Staff agrees with APS that this option is not widely
subscribed and supports APS's proposal to discontinue the LFCR opt-out as something that

customers could elect, commencing with the effective date of new rates in the current APS
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rate case. However, Staff recommends that customers who have already elected the LFCR
opt-out (or who elect this before the effective date for new rates) be allowed to continue

under that option.

Staff agrees with APS's proposal that the adjustment no longer be applied to customers’ bills
as an equal percentage surcharge, but rather as a capacity (demand) charge per kW for
customers with a demand rate and as a kWh charge for customers with a two-part rate

without demand.

Q. Does Staff have a recommendation about the LFCR filing date and effective date?

A. Yes. Staff would prefer to have actual calendar information available when APS makes its
annual LFCR filing. Also, Staff has determined that more time is needed for Staff to review
the information and have the Commission approve the new LFCR rates. Staff recommends
that new LFCR rates continue to be subject to Commission approval, prior to taking effect.
Staff recommends a filing date of February 15 for APS's LFCR compliance filings and that
the new LFCR rates take effect, after Commission approval, with the first billing cycle of May

each year.

XII. ENVIRONMENTAL IMPROVEMENT SURCHARGE

Q. What is the Environmental Improvement Surcharge (EIS)?

A. The EIS was approved by the Commission in Decision Nos. 69663 and 73183. The EIS
recovers the cost associated with investment and expenses for environmental improvements
at APS’ generation facilities that the ACC has approved for recovery. Approved
environmental improvements include those implemented on or after January 1, 2004, for
which costs have not been fully recovered under current approved rates, ongoing

environmental improvement projects and environmental improvement projects designed to
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A,

A.

comply with prospective environmental standards required by federal, state, tribal, or local
laws or regulations. The EIS Plan of Administration describes the "Qualified Investments"
that are allowed under the mechanism. By providing timely and sufficient recovery of the
costs of requirement environmental improvement projects, the EIS helps APS make those

capital investments and secure capital at a reasonable cost.

What modifications has APS proposed for the EIS?
APS witness Snook's Direct Testimony at pages 38-40 describes the modifications being

proposed for the EIS, which include:

¢ Changing the structural cap on cost recovety from a rate to a dollar amount ($0.00016 per
kWh to $10M year-over-year).

e Providing for the ability to carry over into subsequent periods any excess EIS adjustment
over the annual cap. APS indicates that this addition is consistent with APS’s other
adjustment mechanisms, including a nominal interest component.

e Inclusion of a balancing account to account for any differences between the allowable
EIS adjustment and actual revenues received by the Company through the EIS during the
recovery petiod.

Does Staff agree with those APS-proposed revisions to the EIS mechanism?
Staff disagrees with the first two APS proposed revisions. Staff agrees with the APS proposal

for a balancing account.

Does Staff recommend an increase in the EIS structural cap on cost recovery?
Staff recommends that the structural cap on cost recovery be maintained as a rate and that it
apply on a cumulative basis, not a year-over-year basis as APS has requested, but that the rate

be increased from the current $0.00016 to a new rate of $0.00050. With the new higher rate
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and with the rate continuing to be applied as a cumulative structural cap, there is no need for

a carry-over of amounts over an annual cap, which was requested by APS.

Q. Have you included selected APS responses to discovery about the EIS with your rate
design testimony?

A. Yes. Attachment RCS-16 includes APS's response to Staff 5.56, wherein APS provided its
two most recent EIS annual reports.”” APS's responses to Staff 5.8 and Staff 10.1, both of
which contain APS-designated CONFIDENTIAL material, are included in Attachment RCS-

17

Q. Has APS indicated whether it has included costs for the Four Corners SCRs in the
EIS?

A. APS witness Snook discusses this at page 40 of his Direct Testimony. He indicates that the
costs for the Four Corners SCRs would be Qualified Investments under the EIS mechanism
but APS has proposed that the SCR costs be treated separately given the magnitude of the
costs for those projects. APS's response to Staff 5.8 similarly indicates that the Four Corners
SCR costs of approximately $400 million for the federally mandated environmental projects

are not included, and that APS seeks a cost deferral order and step increase in rates to recover

the SCR costs.

12 Note: due to the size of those attachments and the fact that the APS 2016 and 2015 files were made with the
Commission under Docket No. E-01345A-1-0224 (Decision No. 73183) on January 28, 2016 and January 30, 2015,
respectively, the EIS reports are not included in the attachment.
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Q. Does APS's response to Staff 10.1 include projected cost information for the EIS, with
and without the Four Comer's SCRs?

A. Yes. Staff reviewed that information, particulatly the forecasts for 2017 through 2020,
without the Four Corner's SCRs" as supporting the reasonableness of raising the cumulative
cap to $0.00050.

XIII. TRANSMISSION COST ADJUSTMENT CHARGE

Q. What is the Transmission Cost Adjustment charge?

A, The Transmission Cost Adjustment (TCA) applies to all Standard Offer retail electric
schedules." Tt recovers transmission costs. APS has a Formula Rate mechanism, approved
by the Federal Energy Regulatory Commission (“FERC”) that is designed to recover
transmission costs. Since APS’s rates are unbundled, both wholesale and retail customers pay
the same transmission rates. The Formula Rates are revised every year. APS’s retail
customers pay part of the transmission costs in base rates with the TCA rates adjusting each
year to account for the changes in the Formula Rate.

Q. Has APS included all of its transmission costs in deriving its test year base rate
revenue requirement?

A. Yes. According to APS's response to Staff 5.81, all transmission costs as of the Test Year
have been used in the base rate revenue requirement determination.

Q. What modifications is APS proposing to the TCA?

A. As explained by APS witness Snook on page 41 of his Direct Testimony, APS is proposing to

modify the TCA by including a balancing account to account for any differences between the

13 See, e.g., CONFIDENTIAL APSRC000761, page 1 of 2.
14 See, e.g., APS Tanff, Adjustment Schedule TCS-1, Transmission Cost Adjustment, Revision No. 12, effective June 1,

2016.
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calculated TCA rates and actual revenues received by the Company through the TCA during

the recovery period (June through May).

Q. Does APS currently have a reconciliation procedure in place for transmission costs
and the TCA?
A. No. As explained in APS's response to Staff 5.68, currently there is no balancing account

associated with the TCA and APS does not have a formal reconciliation procedure in

practice.

Q. Has APS provided actual transmission costs for recent years and a comparison of
what APS was allowed to recover through base rates and the TCA?

A. Yes. In response to Staff 5.69, APS provided actual transmission costs for recent yeats and a
comparison of what APS was allowed to recover through base rates and the TCA for

calendar years 2012 through 2015 and partial information for 2016.

Q. Has APS provided information concerning what the Over and Under Recovery
balances would have been, had a TCA balancing account been in place?

A. Yes. APS's response to Staff 5.7 lists for years 2008 through 2015 actual billed and allowed
recovery of TCA costs, along with the Over or Under Recovery amount for each year. APS
had under recoveries in years 2008-2009 and 2011-2014 and had over-recoveries in years
2010 and 2015. APS's response to Staff 5.7 points out that APS's proposal in the current rate
case 1s only for recovery of prospective over or under-recovered amounts through the TCA

and not historical amounts.
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Q. Does Staff agree with those APS-proposed revisions to the TCA?

A. No. The TCA rates should not change without a corresponding change in the Formula rate
mechanism. Since APS’s proposal for a revenue balancing account would address only
revenues and not costs, APS could over earn if revenues go up and costs go down. It would

be difficult to justify that type of change in the Formula rate mechanism with FERC.

Q. Does this conclude your Rate Design Direct Testimony?

A. Yes, it does.
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Staff Proof of Revenues - Present and Proposed Revenues

Test Year Ended December 31, 2015

Arizona Public Service Company

the above rate classes

d below) and all

Total
* APS advised that the E-36 M rate classification is split between "XS&S" and "L" (calcul:




ARIZONA PUBLIC SERVICE COMPANY

Attachment RCS-14

General Service Rate E-32 XS Docket No, E-01345A-16-0036
Test Year Ending Dec-15 Pagelof2
Proof of Revenue
Staff
Proposed Staff Seaff
Present Present Present Proposed Revenue Proposed Proposed
Charge Units Rate (5) Revenue (5) Units Increase Nalﬂﬁ Revenue
(A} (B) [l=] o) (€} 7
Summer Days
Self contained Meter 16,557,169 0.672 11,126,418 16,557,169 0.986 16,330,358
Instrument rated meter 1,346,580 1324 1,782,872 1,345,580 1.943 1,616,423
Primary Meter 5,551 3.415 18,957 5,551 5.014 27,831
kW Secondary - -
kW Primary -
kWh secondary tier 1 740,107,743 0.13537 100,188,385 782,622,282 0.13685 107,102,093
kWh secondary tier 2 42,514,539 0.07427 3,157,555 -
kWh primary tier 1 381,789 0.13209 50,431 484,231 0.12350 59,801
kWh primary tier 2 102,442 &m 7,273 -
Billed kWh, Revenue 783,106,513 116,331,891 783,106,513 126,136,507
‘Winter Days
Self contained Meter 16,872,816 0.672 11,338,532 16,872,816 0.986 16,641,682
Instrument rated meter 1,681,581 1.324 2,226,413 1,681,581 1943 3,267,335
Primary Meter 5,455 3.415 18,629 5,455 5.014 27,350
kW Secondary - -
kW Primary -
kWh secondary tier 1 678,762,939 0.11769 79,883,610 712,229,022 0.11767 83,807,106
kWh secondary tier 2 33,466,083 0.05658 1,893,511 =
kWh primary tier 1 352,433 0.11438 40,311 431,270 0.10556 45,527
kWh primary tier 2 TB837 0.05329 4,201 - =
Billed kWh, Revenue 712,660,292 95,405,207 712,660,292 103,788,999
Riders - Summer SGSP 2,049 2,544
Riders - Winter 5GSP 2,049 2,511
Subtotal . 4,098 5,065
Total Billed Revenue kWh Revenue
Summer 783,106,513 116,333,540 783,106,513 B.43% 126,139,051
Winter 712,660,292 95,407,256 712,660,292  B.79% 103,791,510
Annual 1,495,766,805 211,741,196 1,495,766,805 229,930,561
Unbilled kWh, Revenue (64,771) (79,367)
Total Before Adjustments kWh Revenue
Summer 783,106,513 116,333,940 783,106,513  B.43% 126,139,051
Winter 712,660,292 95,342 485 712,660,292 B.78% 103,712,143
Annual 1,495,766,805 211,676,425 1,495,766,805 229,851,194
Test Year Actual Billed Revenue 211,575,755
Reconcilliation to Test Year (165,441)
Summer (90,896) (90,896)
Winter (74,545) (74,545)
Weather Adustment kwh 5-kwh Revenue
Summer (5,043,000) 0.13204 (665,878) (5,043,000} (826,735)
Winter (7.283,000) 0.11481 836,161} {7.283,000) 1,024,585
Annual {12,326,000) {1,502,039) (12,326,000) (1,851,319)
input from rebill
Customer Adjustment kwWh 5-kwh Revenue
Summer 2,709,000 0.14856 402,449 2,709,000 499,669
Winter 3,301,000 0.13389 441,971 3,301,000 541,566
Annual 6,010,000 B44.420 6,010,000 1,041,235
Limited Income, AG-1 Adjustments Revenue
Summer (264,886) (328,875)
Winter {241,057} (295,378)
Annual (505,943} (624,252)
Total Adjustments kwWh Revenue
Summer (2,334,000) (619,211) (2,334,000) (746,837)
‘Winter (3,982 000) (709,792 3 [852,941)
Annual (6,316,000) (1,329,003 (6,316,000) (1,599,778)
Adjusted Revenue kWh Revenue
Summer 780,772,513 115,714,729 780,772,513  B.36% 125,392,214
Winter 708,678,292 94,632,693 708,678,292  B.69% 102 859,203
Annual 1,489,450,805 210,347,422 1,489,450,805  B.51% 228,251,417
Notes and Source
210,347,422 Revenue Needed: Total 228251417
Percentage Increase Over Current Base Rates BS1% Fixed 38,910,979
100.00% Other 189,340,438
Application of Base Rate Increase to this Rate B51%
Staff
Present Proj
Self contained Meter (Monthly) -] 2044 (Daily Rate x 365/12) s 30.00
Instrument rated meter (Monthly) 1 4027 (Daily Rate x 365/12) H 59.10
Primary Meter (Monthly) $ 10387 (Daily Rate x 365/12) H 152.50



ARIZONA PUBLIC SERVICE COMPANY Attachment RCS-14
General Service Rate E-32 TOU X5 Docket No. E-D01345A-16-0036
Test Year Ending Dec-15 Page 20f 2
Staff
Proposed Staff Staff
Present Present Present Proposed Revenue Proposed Proposed
Lharge Units Rate ($) Revenue [$) Units Increase Rate _Er Revenue
(A} (8) ) (] (€} (F)
Summer Days
Self contained Meter 39,507 0.710 28,050 39,507 11.13% 0.789 31,173
Instrument rated meter 5753 1324 7617 5,753 24.16% 1644 9,457
Primary Meter 3415 -
kW Secondary - on - -
kW Secondary - off -
kW Primary - on
kW Primary - off
kWh tier 1 - secondary - on 1,029,226 0.17033 175,308 373,726 0.22278 83,259
kWh tier 2 - secondary - on 0.08564 -
kWh tier 1 - secondary - off 1,558,884 0.12686 197,760 2,478,317 0.13243 328,202
kWh tier 2 - secondary - off 263,933 0.04755 12,550 -
KWh tier 1 - primary - on 0.16698 -
KWh tier 2 - primary - on 0.08150 -
KWh tier 1- primary - off 0.12350
KWh tier 2 - primary - off N 0.04420 -
Billed kWh, Revenue 2,852,043 421,285 2,852,043 1.31% 452,091
Winter Days
Self contained Meter 39,420 0.710 17,988 39,420 11.13% 0.789 31,104
Instrument rated meter 7,709 134 10,207 7,709 24.15% Le4a 12,672
Primary Meter 3.415
kW Secondary - on
KW Secondary - off
KW Primary - on
KW Primary - off
kWh tier 1- secondary - on 979,577 0.15310 149,973 394,916 0.19205 75,842
kWh tier 2 - secondary - on 0.06837 -
kWh tier 1 - secondary - off 1,551,769 0.1095% 170,058 2,703,651 0.10751 290,673
kWh tier 2 - secondary - off 567,221 003496 19,830 .
kWh tier 1 - primary - on 0.14974 -
kWh tier 2 - primary - on 0.06423
kWh tier 1- primary - off 0.10624
KW tier 2 - primary - off . 0.03160 -
Billed kWh, Revenue 3,098,567 378,056 3,098,567 B.53% 410,291
Riders - Summer
Riders - Winter -
Subtotal - -
Total Billed Revenue KWh Revenue
Summer 2,852,043 421,285 2,852,043 7.31% 452,091
Winter 3,098,567 i?l\.ﬁ 3,098,567 8.53% 41&!91
Annual 5,950,610 799,341 5,950,610 862,383
Unbilled kWh, Revenue (6,909) (925) (6,909) 6.48% (985)
Total Before Adjustments EWh Revenue kWh
Summer 2,852,043 421,285 2,852,043 7.31% 452,091
Winter 3,091,658 377,131 3,091,658 8.53% 409,306
Annual 5,943,701 798,416 5,943,701 861,398
Test Year Actual Billed Revenue 794,723
Reconcilliation to Test Year (4,618)
Summer (2,434) (2,434)
Winter (2,184) (2,184)
Weather Adustment kWh S-kWh Revenue 5-kWh
Summer {15,000} 0.13521 (2,028) (15,000) 6.70% 0.14426 (2,164)
Winter (26,000) 0.10968 (2,852) (26000)  6.48% 0.11680 (3,037)
Annual 141,000) (4,880) (41,000 (5,201)
Customer Adjustment kWh S-kWh Revenue S-kWh
Summer 16,000 0.14771 2,363 16,000 6.70% 0.15759 2,521
Winter 20,000 0.12201 2,440 20,000 B.AEN 0.12991 2,598
Annual 36,000 4,803 36,000 5,120
Limited Income, AG-1 Adjustments Revenue
Summer (1,018) 6.70% (1,086)
Winter (1,103) 648N 11,175)
Annual 2.121) i2.261)
Total Adjustments kWh Revenue
Summer 1,000 3,117) 1,000 13,163)
Winter {6,000) (3,699) {6,000) 3,797)
Annual (5,000) {6,816) {5,000) {6,960)
Adjusted Revenue KWh Revenue
Summer 2,853,043 418,168 2,853,043 7.36% 448,928
Winter 3,085,658 373,432 3,085,658 8.59% 405,509
Annual 5,938,701 791,600 5,938,701 7.94% 854,438
Notes and Source
Percentage Increase Over Current Base Rates 7.94% Revenue Needed: Total H 854,438
Portion of Components of this Rate to which Base Rate is being Applied 100.00% Fixed 11 84,406
Application of Base Rate Increase to this Rate 7.94% Other $ 770,032
Staff
Present Py
Self contained Meter - Monthly $ 21.60 (Daily Rate x 365/12) 24.00
Instrument rated meter - Monthly $ 40.27 (Daily Rate x 365/12) 50.00



ARIZONA PUBLIC SERVICE COMPANY Artachment RCS-15

General Service Rate E-32 XS - Three-Part Page 10f2
Test Year Ending Dec-15 Docket No. E-01345A-16-0036
Proof of Revenue
Per APS Per stat
Present Present Present Proposed Proposed Proposed Proposed Proposed Proposed
Charge Units Rate ISI Revenue El Units Rate (5) Revenue (5| Units Rate (5) Revenue (§)
&) (&) [1=] -] [13] (] &) ) n
Summer Days w/o transfer wio transfer
Seff contained Meter 16,557,165 0.672 11,126,418 16,557,169 1.160 19,206,316 16,557,169 0.658 10,886,906
Instrument rated meter 1,346,580 1.324 1,782,872 1,346,580 2.020 2,720,092 1,346,580 1.315 1,770,845
Primary Meter 5,551 3.415 18,957 5,551 4.947 27,461 5,551 3.288 18,250
kW Secondary - 2,959,792 6.900 20,422,565 2,959,792 6.900 20,422,565
kW Primary - - 1,125 4.300 4,838 1,125 4.300 4,838
kWh secondary tier 1 740,107,743 0.13537 100,188,385 782,622,282 0.10549 82,554,911 782,622,282 0.11921 93,299,751
kWh secondary ther 2 42,514,539 0.07427 3,157,555
KWh primary tier 1 381,789 0.13209 50,431 484,231 0.09951 48,186 484,231 0.11246 54,457
kWh primary tier 2 102,442 0.07100 7.273 = -
Billed kWh, Revenue 783,106,513 116,331,891 783,106,513 124, 984 369 783,106,513 126,457,612
Winter Days wio transfer w0 transfer
Self contained Meter 16,872 816 0.672 11,338,532 16,872,816 L1160 19,572,467 16,872 816 0.658 11,094,454
Instrument rated meter 1,681,581 1324 2,226,413 1,681,581 2.020 3,396,794 1,681,581 1315 2,211,384
Primary Meter 5,455 3.415 18,629 5,455 4.947 26,986 5,455 3.288 17,934
kW Secondary - 2,971,832 6.900 20,505,641 2,971,832 6.900 20,505,641
kW Primary - 1,447 4,300 6,222 1,447 4,300 6,222
KWh secondary tier 1 678,762,939 0.11769 79,883,610 712,229,022 0.08630 61,465,365 712,229,022 0.09753 69,465,319
KWh secondary tier 2 33,466,083 0.05658 1,893,511
kWh primary tier 1 352,433 0.11438 40,311 431,270 0.08050 34,717 431,270 0.09098 39,236
KWh primary tier 2 78,837 0.05329 4,201 - .
Billed kWh, Revenue 712,660,292 95,405,207 712,660,292 105,008,192 712,660,292 103,340,200
Riders - Summer SGSP 1,049 SGSP 2,043 SGSP 2,049
Riders - Winter 5G5P 1,049 SGSP 2,049 5GSP 2,049
I of annual placement 131,755 Annual placement -
Subtotal . 4,098 - (127,657) - 4,098
Total Billed Revenue kWh Revenue Ewh Revenue kwh Revenue
Summer 783,106,513 116,333,540 783,106,513 124,986,418 783,106,513 126,459,661
Winter 712,660,292 95,407,256 712,660,292 104,878 486 712,660,292 103,342,249
Annual 1,495,766,805 211,741,196 1,495,766,805 226,864,904 1,495,766,805 229,801,910
Unbilled kWh, Revenue (64,771) - (70,158) - {70,158)
Total Before Adjustments kwh Revenue kWh Revenue kWh Revenue
Summer 783,106,513 116,333,940 783,106,513 124,986,418 783,106,513 126,459,661
Winter 712,660,292 95,342 485 712,660,292 104,808,328 712,660,292 103,272,091
Annual 1,495,766,805 211,676,425 1,495,766,805 229,794,746 1,495,766,805 229,731,752
Test Year Actual Billed Revenue 211,575,755
Reconcilliation to Test Year (165,841) (179,602)
Summer (90,896) (97,657) (97,657)
Winter (74,545) (81,945) (81,945)
Weather Adustment kwh S-kWh Revenue kwh S-kwh Revenue kwh S-kwh Revenue
Summer {5,043,000) 0.13204 (665,878) (5,043,000) 0.10548 (531,936) (5,043,000) 0.11921 (601,169)
Winter (7,283,000 0.11481 (836,161} {7.283,000) 0.08630 (628,523) {7,283,000) 0.09753 (710,328)
Annual {12,326,000) (1,502,039) (12,326,000} {1,160,459) (12,326,000) (1,311,497)
input from rebill
Customer Adjustment kwh S-kwh Revenue kwh $-kwh Revenue kWh S-kWh Revenue
Summer 2,709,000 0.14856 402,449 2,709,000 0.15960 432,356 2,709,000 0.18037 488,629
Winter 3,301,000 0.13389 441,971 3,301,000 0.14716 485,775 3,301,000 0.16631 549,001
Annual 6,010,000 844,420 6,010,000 918,131 6,010,000 1,037,630
Limited Income, AG-1 Adjustments Revenue Revenue Revenue
Summer (264,886) (475,700) (537,614)
Winter (241,057) (432,907) (489,252)
Annual (505,943) (908,607) (908, 607)
Total Adjustrments kWh Revenue Ewh Revenue kwWh Revenue
Summer (2,334,000) (619,211) (2,334,000} (672,937) (2,334,000) (747,811)
Winter (3.982,000) (708,792) (3.982,000) (657,600) (3,982,000) (732,524)
Annual (6,316,000) (1,329,003} (6,316,000} 11,330,537) (6,316,000) (1,480,335)
Adjusted Revenue kwh Revenue kwh Revenue kwh Revenue
Summer 780,772,513 115,714,729 780,772,513 124,313,481 780,772,513 125,711,850
Winter 708,678,292 94,632,693 708, 5!! 292 104 12 728 ?ﬂﬁ?&!sZ 102,539 567
Annual 1,489,450,805 210,347,422 1,489,450,805 228,464,209 1,489,450,805 228,251,417
228251417 [a) 228,251,417
o
100.00%

Notes and Source

[a] Staff proof of revenue, page 2

Fixed Charges Present APS Proposed staff Proposed
Self contained Meter $ 20.44 s 35.28 H 20.00
Instrument rated meter $ 40.27 s 61.44 H 40.00

Primary Meter $ 103.87 S 15047 H 100.00



ARIZONA PUBLIC SERVICE COMPANY Attachment RCS-15
Ganeral Service Rate E-32 TOU XS - Three-Part Page 2012
Test Year Ending Dec-15 Docket No. E-013454-16-0036
FProof of Revenue
Per APS Par Staff
Present Present Present Propoted Proposed Proposed Proposed Propased Proposed
Charge Units Rate (5] Revenue (5) Units Rate [§) Revenue (5) Units Rate (5] Revenue (5)
(L] L] L) o 1€} (L] (=] M) i
Summer Days
Self contained Meter 39,507 0710 28,050 39,507 1.160 45,828 39,507 0658 § 5,977
Instrument rated meter 5,753 1924 7.617 5,753 2020 11621 5,753 1315 5 7.566
Primary Mater 3415 4547 - - 3288 §
kW Secondary - on 7,493 4526 34,063 7,493 4546 § 34,063
kW Secondary - off 7,490 2509 19,467 7,490 2599 § 19,467
kW Primary - on - 3951 . 3951 § -
kW Primary - off - 1565 - 1565 § .
kWh tier 1 - secondary - on 1,029,226 0.17033 175,308 373,726 0.14870 55,573 373,726 015809 § 59,455
kWh tier 2 - secondary - on 0.08564 . . - - 8 -
W tier 1 - secondary - off 1,558,884 0.12686 197,760 2,478,317 0.11291 282,305 2,478,317 012187 $§ 302,024
kWh tier 2 - secondary - off 263,933 0.04755 12,550 - $
kW ther 1« primary - on 0.16698 - 0.14670 H
EWh tier 2 - primary - on 0.08150 - - L]
kWh tier 1 - primary - off 0.12350 - 0.10770 - H
kWh tier 2 - primary - off . 0.04420 3 - - =
Billed kwWh, Revenue 2,852,043 421285 1,852,043 448,857 2,852,043 448, 552
Wirter Days
Self contained Meter 9,420 0.710 27,988 39,420 1.160 45,727 39,420 o658 § 25,920
Instrument rated meter 7,709 1324 10,207 7,709 2020 15512 7709 1815 § 10,138
Primary Meter 3418 - - 4.947 - - 3288 $ -
kW Secondary - on - 8,019 4,546 36,454 8,019 4546 5§ 35,454
kW Secondary - off - 11,246 1599 9.128 11246 2599 § %228
kW Primary - on 3.951 3951 § -
kW Primary - off 1565 - 1565 § -
kWh tier 1 - secondary - on 979,577 0.15310 149,973 394,916 0.11870 46,877 394,916 012699 § 50,151
kWh tier 2 - secondary - on 0.06837 - - - ] .
kWh tier 1 - secondary - off 1,551,769 0.10959 170,058 2,708,651 0.08091 245,789 2,703,651 008726 5 262,957
W tier 2 - secondary - off 567,221 0.03496 19,830 . s -
EWh tier 1 - primary - on 0.14574 - 0.11870 - - 5
wh tier 2 - primary - on 0.06423 . E
kWh tier 1 - primary - off 0.10624 0.08470 :
kWh tier 2 - primary - off = 0.03160 = ¥ - - 5
Billed kWh, Revenus 3,098,567 378,056 3,098,567 419,647 8,098,567
Ridars - Summer
Riders - Winter
Subtotal -
Total Billed Revenue kwh Revenue kwh Revenue kwh Revenue
Summer 2,852,043 421,285 2,852,043 448 B5T 2,852,043 448,552
Winter 3,098,567 378,056 3,098,567 419,647 3,098,567 414,
Annual 5,950,610 799,341 5,950,610 BES, 504 5,950,610 853,400
Unbilled k'wWh, Revenue (6.909) (925) (6,909) {1.027) {1,027
Total Before Adjustments Ewh Revenue kwWh Revenus kwh Revenue
Summer 2,852,043 421,285 2,852,043 448 857 2,852,043 448,552
Winter 3,001,658 377,131 3,091,658 418,620 567 413,822
Annual 5,943,701 798,416 5,943,701 867,477 5,950,610 862,373
Test Year Actual Billed Revenue 794,723
Reconcilliation to Test Year 14,618 (5.018)
Sumnmes [2.434) (2.593) 2.593)
Winter (2.184) (2.425) (2.425)
Weather Adustment Ewh S-kwh Revenus Ewh S-kWh Revenue kWh S-kWh Revenus
Summer {15,000) 0.13521 (2.028) (15,000} 0.11847 (L7mm {15,000} 0.12675 {1901)
Winter {26.000) 0.10968 (2.852) 26, 0.09445 56] {26,000) 0.10105 (2.627)
Annual {41,000 [4,880) {41,000} [4,233) {41,000} 4.528)
Customer Adjustment kwh S-EWh Revenue EWh S-kWh Revenue Reverue
Summer 16,000 0.14771 2,363 16,000 0.15738 1518 16,000 0.16827 2,694
Winter 20,000 012201 2,840 20,000 0.13543 2,708 20,000 014488 2,898
Annual 36,000 4,803 36,000 5127 36,000 5.592
Linited incone, AG-1 Adjustments Revenue Revenue Revenue
Summer {1,018} 1,785) (1910}
Winter [1.103) [2,936) 71
Annual f2.121) {3,721} (3.881)
Total Adjustments kWh Ravenue kWh Revenus Reverue
Summer 1,000 (3,117} 1,000 (3.637) (3,710
Winter (6.000) _ (3,659) (6:00) _ta108)  lame
Annizal (5,000) (&818) (5,000) (7,745) (7,936}
Adjusted Revenue kWh Revenue kWh Revenus Revenus
Summer 1,853,043 418,168 2,853,043 445,220 444,842
Winter 3,085,658 373,432 3,085,658 414,512 409,596
Annual 5,938,701 791,600 5,938,701 859,732 854,438
854,438 [a] 854,438 [a]
o
100.0%
Notes and Source
[a] 52aff proof of revenus, page 2
Fined Charges Present APS Proposed Staff Proposed
Self contained Meter $ 21.60 $ 3528 $ 20.00
Instrument rated meter 5 4027 5 61.44 H 40.00
Primary Meter H 103.87 5 150.47 H 100,00



Attachment RCS-16
Docket No. E-01345A-16-0036
Page 1 of 23

Arizona Public Service Company
Docket No. E-01345A-16-0036
Attachment RCS-16
Copies of APS's Non-Confidential Responses to Data Requests
and Documents Referenced in the Direct Testimony and Schedules of

Ralph C. Smith
Data Request/
W No. Subject Confidential |No. of Pages | Page No.
Woodward 2.30 APS is withdrawing its initial proposal to charge a one-time set-up fee for a customer without an existing AMI
meter requesting to opt-out of APS' standard metering. No 1 2
Staff 9.18 Number of customers in 2015 with non-AMI meters; Cost differences between the per-meter cost of an AMI
meter and a non-AMI meter; Useful lives for AMI meters and non-AMI meters; Detail of derivation of per month
selup amounts. No ] 3-8
Woodward 2.10 planation for charging customers refusing “"smart” meters additional charges for meter reading and set-up;
Ex ion for ging refusing "smart" meters the cost of the smart meters system they are not
using, the cost of manually reading the meters, and the cost of manually reading the customer meters that
cannot be serviced by a "smart” meter. No 2 §-10
Staff 5.5 Percentage of residential customers that have elected the LFCR opt-out option for APS's 2015 LFCR filing;
Percentage of residential customers that have elected to opt out of APS's 2014 LFCR filing. No ] 11-16
Staff 5.56 APS provided the 2016 and 2015 EIS annual reports with supporting workpapers. (Voluminous attachments not
included) No 1 17
Staff 5.81 APS confirmed that all transmission costs as of the Test Year have been used in the base rate revenue
requirement determination. No 1 18
Staff 5.68 APS does not currently have a balancing account associated with the TCA and does not have a formal
reconciliation procedure in practice. No 1 19
Staff 5.69 Revenue billed on a monthly basis for transmission costs and ancillary services for calendar years 2012 through
2015 and year to date 2016 as of August 2016; Comparison of what APS was allowed to recover through base
rates and the TCA for calendar Ers 2012 through 2015 and YTD 2016 as of August 2016. No 3 20-22
Staff 5.7 Actual transmission costs coll through base rate and the TCA as compared to the allowed recavery
calculated in the Company's filed annual FERC transmission formula rate for years 2008 through 2015;
|Proposed recovery in the current case is only for prospective over or under-recovered amounts through the TCA
Fn-cl not historical amounts. No 1 23
| Tolal Pages Including this Page 23




Attachment RCS-16
Docket No. E-01345A-16-0036

INTERVENOR WARREN WOODWARD'S ~ P¢¢ 20123

SECOND SET OF DATA REQUESTS TO
ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO
DEVELOP A JUST AND REASONABLE RATE OF RETURN

DOCKET NO. E-01345A-16-0036
DECEMBER 5, 2016

Woodward 2.30: Re Table 3 at page 57 of Charles Miessner's testimony:

a. How does APS justify the proposed difference in cost
between “After hours Charge--Residential Non-Standard
Metering” and “After hours Charge -Nonresidential?”
Provide assumptions, details and any and all worksheets.

b. How does APS justify the proposed difference in cost
between "“Set-up fee for customer with existing AMI
meter” and “Set-up fee for customer without existing
AMI meter?” Provide assumptions, details and any and
all worksheets.

c. Explain what “Meter Reread” is and exactly what it
entails.

d. How does APS justify the proposed difference in cost
between “Trip Charge —-Residential” and “Trip Charge -
Nonresidential?” Provide assumptions, details and any
and all worksheets.

Response: a. Please see APS's response to AURA 1.36.

b. APS is withdrawing its initial proposal to charge a one-time
set-up fee for a customer without an existing AMI meter
requesting to opt-out of APS’'s standard metering.
Customers that have already requested to be served with
non-standard metering will not be charged a set-up fee.
See the Company’s October 11, 2016 follow-up letter to
participants at the third APS technical conference.

c. Meter Rereads are defined in APS ACC-approved Service
Schedule 1.

d. Please see APS’s response to AURA 1.36.

Witness: Chuck Miessner
Page 1 of 1



Attachment RCS-16
Docket No. E-01345A-16-0036

ARIZONA CORPORATION COMMISSION STAFF#gee 3 of23
NINTH SET OF DATA REQUESTS TO
ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO
DEVELOP A JUST AND REASONABLE RATE OF RETURN
DOCKET NO. E-01345A-16-0036
AND

DOCKET NO. E-01345A-16-0123
OCTOBER 11, 2016

Staff 9.18: Customers choosing to not have an AMI meter. Refer to the testimony
of APS witness Bordenkircher at pages 9-11.

a. Refer to the table at page 10 listing the number of customers in
2015 with non-AMI meters. Please provide a similar table as of
September 30, 2016 showing the number of customers with
non-AMI meters as of that date, and include a break-out for
each region between (1) residential and (2) commercial.

b. Identify the number of non-AMI meters and the related total
and per-meter cost as of each of the following dates: (1)
12/31/2015 and (2) 9/30/2016.

c. Is there a difference between the per-meter cost of (1) an AMI
meter and (2) a non-AMI meter? If so, identify, quantify and
explain the difference between the per-meter cost of (1) an
AMI meter and (2) a non-AMI meter for (i) residential
customers and (ii) for commercial customers.

d. Identify the useful lives for (1) AMI meters and (2) non-AMI
meters.

e. Is the useful life the same for (1) an AMI meter and (2) a non-
AMI meter? If not, explain why there is a difference.

f. Show in detail how the $13.78 per month and $66.79 and
$344.59 setup amounts on page 10 were derived.

Response: a. Please see the table below:

Customers Who Have Elected Not to Have AMI Meters as of 9/30/16

Region of Arizona Commercial Residential Total

Metro Phoenix 130 3,800 3,930
Payson, Show Low,

Northeastern Snowflake 90 1,300 1,390
Prescott,

Northwestern Cottonwood, Sedona, 820 9,000 9,820
Dewey, Flagstaff
Casa Grande, Bisbee,

Southeastern Douglas, Globe, 30 500 530
Miami

Southwestern  fuma: Parker, San 20 200 220

Grand Total 1,090 14,800 15,890

Witness: Scott Bordenkircher
Page 1 of 2



Attachment RCS-16
Docket No. E-01345A-16-0036

ARIZONA CORPORATION COMMISSION STAFF#gee 40f23
NINTH SET OF DATA REQUESTS TO
ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO
DEVELOP A JUST AND REASONABLE RATE OF RETURN
DOCKET NO. E-01345A-16-0036
AND

DOCKET NO. E-01345A-16-0123
OCTOBER 11, 2016

Response to b, Please see the Company’s response to Staff 5.39 for number of non-

Staff 9.18 AMI meters and the Company’s response to Staff 9.17 for meter
continued: cost.

c. Yes, there is a difference between per-meter costs for AMI and
digital meters. The costs shown below are 2016 assumptions and
include base purchase price, sales tax, and capitalized installation

labor:
Single-phase AMI meter (mostly residential) $120
Three-phase AMI meter (mostly commercial) $404
Single-phase digital meter (mostly residential) $104
Three-phase digital meter (mostly commercial) $451

Prices shown are at market and APS does not have insight into
vendor market pricing.

d. APS is proposing a 20-year useful life for both AMI and non-AMI
meters in the 2016 depreciation rate study.

e. See the response to subpart d.

f. Please see attachment APSRC01391.

Witness: Scott Bordenkircher
Page 2 of 2



AMI Opt-Out Cost Summary

Attachment RCS-16
Docket No. E-01345A-16-0036
Page 5 of 23

[ loyed mete base

T

ifonﬂlly Meter Reading & Manual Service Orderé

Meter Reading Opt-Out Cost Per Customer Per

Month $ 13.78
[Up Front Start-up Cost - Residential

Total Start Up Cost of Opt-Out Customer [$  66.79 |
Up front Start-up cost - Commercial

Total Start Up Cost of Opt-Out Customer |$ 33459|

APSRC01391
Page 1 of 4
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Attachment RCS-16
Docket No. E-01345A-16-0036
Page 8 of 23

D DTA 2015 TOTALS

o Reading State & Metro Field Services and Meter Shop Order Counts
Desc Total Reads | Actual Spend |Cost per Read Desc Total Orders | Actual Spend Cost Per Order
| State/Metro 225,190 $3,071,131 $ 13.64 Field Services 225190 | $4,456605 % 19.79
Meter Shop 26937 | $4,139941 $ 153.69
D D andheid Cl D are D
Desc Actual Spend
HH Devices $21,038
Accessories $6,715
Software $5,192
Total $32,944
Per Read $0.15
APSRC01391

Page 4 of 4



Attachment RCS-16
Docket No. E-01345A-16-0036
Page 9 of 23

INTERVENOR WARREN WOODWARD'S
SECOND SET OF DATA REQUESTS TO
ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO
DEVELOP A JUST AND REASONABLE RATE OF RETURN

DOCKET NO. E-01345A-16-0036
DECEMBER 5, 2016

Woodward At an APS rate case technical conference it was asserted by APS

2.10: that there are areas in APS's service territory where, due to
remoteness, “"smart” meters do not work and will not be used, and
that APS is proposing no extra charges for set-up or meter reading
to those customers for not having a “smart” meter.

a) Provide locations of these areas and describe why they can’t
be served.

b) Provide the number of customers affected broken out by
class of service.

c) If the mesh communication system does not work in these
locations, are there alternative ways to have a “smart”
meter in these locations? If yes, then describe.

d) Explain why is it appropriate to charge customers refusing
“smart” meters additional charges for meter reading and set-
up when other customers will be receiving that same service
at no extra charge.

e) Explain why it is appropriate to charge customers refusing
“smart” meters the cost of the “"smart” meters system they
are not using, the cost of manually reading their meters plus
the cost of manually reading these customer meters that
cannot be serviced by a “smart” meter.

Response: a) The ability of AMI meters to effectively communicate is
dependent on the availability of a cellular network. While
cellular availability is limited in remote geographical
locations, availability may also be dependent on building
configuration, type of building materials, and other
topographical or mechanical limitations.

b) The total number of customers without AMI meters due to
technical reasons as of year-end 2015 was 3,684. Of these,
1,840 are residential customers and 1,844 are commercial
customers.

c) APS’s AMI meters by definition are two-way communicating
meters. By this definition, the answer to the question is no.

d) Customers who specifically choose to opt out of APS's
standard metering when they otherwise could be
successfully served via standard metering are causing
additional costs for the utility that it would otherwise not
have. It is therefore appropriate for those customers who
make that choice to bear those costs.

Witness: Bordenkircher/Miessner
Page 1 of 2
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Docket No. E-01345A-16-0036
INTERVENOR WARREN WOODWARD'S ~ Fage 100f23
SECOND SET OF DATA REQUESTS TO
ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO
DEVELOP A JUST AND REASONABLE RATE OF RETURN

DOCKET NO. E-01345A-16-0036
DECEMBER 5, 2016

Response to e) APS’'s metering cost structure includes the costs associated
Woodward with metering all customers via AMI as well the small
2.10 number of customers who cannot (through any choice of
continued: their own) be metered via AMI. These costs are shared by all

APS customers. Customers who specifically choose to opt out
of APS’s standard metering when they otherwise could be
successfully served via standard metering are causing
additional costs for the utility that it would otherwise not
have. It is therefore appropriate for those customers who
make that choice to bear those costs.

Witness: Bordenkircher/Miessner
Page 2 of 2
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Docket No. E-01345A-16-0036
ARIZONA CORPORATION COMMISSION STAFF&E 1! o2}

FIFTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY REGARDING

THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO
DEVELOP A JUST AND REASONABLE RATE OF RETURN
DOCKET NO. E-01345A-16-0036

Staff 5.5:

Response:

AND

DOCKET NO. E-01345A-16-0123

OCTOBER 4, 2016

Lost Fixed Cost Recovery. For calendar years 2014 and 2015,

show in detail how the LFCR revenue requirement would have been
impacted, had each of the following changes that are being
requested by APS been in place, and include supporting
calculations:

a.

b.

increasing the year over year cap to 2%

having the costs eligible for recovery to include 100% of
generation, customer, transmission, and distribution costs
collected through energy charges and 50% of the
generation, transmission,

removing the LFCR opt-out rate option

applying the LFFCR to customer bills as a per-kWh charge
for customers under a two-part rate and a per-kW charge
for customers taking service under a three-part rate

For purposes of this question, APS has assumed all
proposed changes to the LFCR are in effect unless
otherwise stated.

Please see attachment APSRC01333 for the following:

Increasing the cap would not change the revenue
requirement. Under the current 1% cap, amounts above
the cap are carried forward for future recovery. If however,
the cap were increased to 2%, annual collections would
increase and the carryover would be reduced or eliminated.
APS estimates the additional collections for 2014 and 2015
would be $19.5 M and $26.7 M respectively. These are
amounts that APS should collect based upon the revenue
requirement authorized by the Commission but did not
because of Commission policies regarding DG and EE.

Applying the proposed changes to today’s rates would have
increased the revenue requirement by $40M in 2014 and
$60M in 2015. These are amounts that APS should have
collected based upon the revenue requirement authorized
by the Commission but did not because of Commission

Witness: Leland Snook
Page 1 of 2



Attachment RCS-16
Docket No. E-01345A-16-0036

ARIZONA CORPORATION COMMISSION STAFF#gee 12023
FIFTH SET OF DATA REQUESTS TO
ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO
DEVELOP A JUST AND REASONABLE RATE OF RETURN
DOCKET NO. E-01345A-16-0036
AND

DOCKET NO. E-01345A-16-0123
OCTOBER 4, 2016

policies regarding DG and EE.

APS’s proposed rate structure will have more demand
components thus reducing the lost fixed cost rate in turn
reducing the overall revenue requirement of the LFCR.

c. Removing the LFCR Opt-Out would increase the revenue
requirement by $80,000 in 2015 and $73,000 in 2014
using the proposed lost fixed cost rate.

d. Applying the LFCR as a $ per kWh or $ per kW charge
would have no effect on the LFCR revenue requirement,
because the magnitude of the charge would be designed to
collect the same revenue requirement.

Witness: Leland Snook
Page 2 of 2
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Page 13 of 23
SUMMARY

($000)
2015 Filing 2014 Filing
LFCR Revenue Requirement (Filed) 38,505 25,352
LFCR Revenue Requirement (Proposed Method 2%) 98,708 65,135
Increase in Revenue Requirement 60,203 39,783

($000)

2015 Filing 2014 Filing

LFCR Revenue Requirement (Filed) 38,505 25,352
LFCR Revenue Requirement (Proposed Method 1%) 72,021 45,634
Increase in Revenue Requirement 33,516 20,282

2% vs 1% $ 26,687 $ 19,501

APSRC01333
Page 1 of 4



Ay (B) cy y
Amnusl Referemce 2015
Total Lost Fioed Cost Revemnue for Curment Period Schedule 2, Lme 15 § 38505 5§ 21382
Schedule 2 Ay (B
Lime No, LFCR Ansusl ap Calculstion Reference
[} Applicable Company Revemes
2 AmelCap Lo
3 Maxinwm Allowed Incremental Recovery {Line | * Line 2} 26,660
4 Total Lost Fixed Cost Revena: Schedule 3, Line 38, Colsmn ¢ 5 a8 8§ 21606
Frevious Filing, Schedule 2, Line 13,
LY Total Deferred Balance from Previous Period Cohuma -
6 Annual Imerest Rate 0.25% 0I3%
7. Imerest Accruod on Deferred Balance *Lig) : -
L8 Total Lest Fined Cost Revense Current Period (Lmed + Line 5 + Line 7) 5 Masl § 22606
Previous Filing, Schedule 2, Line 15,

L8 Laost Fined Cost Revenae from Prior Period Coshuma 5 H 45
10, Lost Fined Cost Reveme - Billed' 5 5
1. LFCE Babncmg Account Lime § - Lime 10} § 4084 8 1746
1. Total Incremental Lost Foued Cost Revene for Current Year (Line B -Line 9 + Lime 1) $ 138 s 18,007
13 Amount in Excess of Cap to Defier (Lime 12 - Line 3) 3 H
14, Incremenal Period Adjustisent as % [(Lime 12~ Lise 1)/ Line 1] 04985 06758
15, Total Lt Fixed Cost Revene for Curvent Period (Line & + Line 11 - Lime 13) $ 13305 § 3382

"Inchades LECR DG Revense

1L A
2 %% of Resadential Customers on Opt-Out 0302%
3 i e | *La 330
4 Net - Curvent Period (Line 1 - Lime 3) 175,101
Previous Filing, Schedule 3, Line 4,
5 Prior Period Cohmms 220,301
(3 Verified - Prior Period 22071
. True-Up Prior Period (Lime 6 - Line 5) (rL]
(Previous Filing. Schedule 3, Line &,
5 Cuumsilative Verified Colma C + Line 6)
9. Total Recovernblie EE Savings (Lime 4+ Line 7 + Line 8) 503,677
Distrituied Generation Saviegs
1. Current Period
n Exchadod MW Production
12 Net - Cirrem Period (Lme 10 - Line 11)
Previous Filing, Schedule 1, Line 12,
13 Prior Period Cohamn 138,652
14 Veified - Prior Period 135,153
18 True-Up Prior Period (Lme 14 - Line 13) 3.469)
16 Total Recoverable D Savgs. (Lme 12+ Lime 15) 226,706
17 (Lioe 5 + Line 16)
18
19,
n 195,113 2
. i MWh 72 946 6184
n Net - Current Perod (Line 20 - Line 21) 125,187 149.814 MWh
Previous Filieg, Schodule 3, Line 22,
n. Prior Period Cobamn C 148814
2 Vi - Pror Period
24 True-Lip Praor Period {Line 24 - Line 23)
(Previows Filing, Schedwle 1, Line 26,
26, Cumudative Verified Colmen C + Line 24) 236
. Total Recoversble EE Savimgs {Line 22 + Line 25 + Lime 26) 364347 M1649 MWh
28 Current Period
. MWh [} Savngs from Rate Schedules Exchded from LFCR
30, et - Current Period (Lime 25 - Line 29)
Previous Filing, Schedule 3, Line 30,
k1] Prios Period Coheen ¢ 88,033 5 MWh
n Verified - Pricr Period 14 DAL MW
n True-Lip Prior Period (Lime 32 - Line 31) 15382 6,647 MW
34 Tl Recovershle D0 Savings (Lime 3 + Line 33} 121,390 4,680 MWh
as. Total Recoverable MWh Savings (Lime 27 + Line 34) 33639 MWL
m - Lost Fixed Cost Revenue {Line 35 * Line 36) $ 1175 § .9
38 Total Lost Fiued Cost Revenne (Line 19 + Lime 37) 5 Masl 5 22606
Schedule 4 (Al (B)
Line No. Last Fiued Cost Rate Calculstion Reference
Hesbentin] Castomers
1L Distrittion Revenue
2
3 Total Fised Reveme (Lime | « Lime 2}
4
£ Lost Fixed Cost Rate (Line 3/ Lme 4)
€ & | Comtomers
6 Dnstribution Revene 8
1 5
& Total Fixed Revene (Lime 6« Lme T) H
9. i
10, Lost Fixed Cost Rate {Line 8 / Lime 9) L

Attachment RCS-16
Docket No. E-01345A-16-0036
Page 14 of 23
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w] (LY (B) ) )
L Total Lost Fixed Cost Revenue for Current Period Schedule 2, Line 15 5 WME § 65135
Schedule 2 [EN] (L]
N al Referenee 20/ W14
[N Applicable Company Revenues S26M.712 § 266
5 WPy 2
3 Maxinum Allowed Incremental Recovery {Line 1 * Line 2) § T4 § 531
4 Total Lot Fixed Cost Revenue Schedule 3, Line 38, Column C § 88202 §  S8041
Previous Filing, Schedule 2, Line
5 Total Deferred Balance from Previows Period 13, Colamn C =
6. Annual Interest Rate 1%
7. Jnerest Accrued on Deerred Bulance Lineg) . .
& Total Lost Fixed Cost Revense Current Period (Line 4 + Line 5 + Line ) 5 BE292 5 SBO041
Previous Filing, Schedule 2, Line
9 Lost Fixed Cost Revenue from Prior Period 15, Colamn C § 65135 ¢ 8974
10, Lost Fixed Cost Revenue - Billed' S ST9 5 118W
1. LFCR Balancing Account (Lime 9 - Line 10) 5 1046 § 709
12 Total Incremental Lost Fixed Cost Revenue for Current Year {Lime § - Line 9 + Line 11) § 33573 5 46161
13, Amount in Excess of Cap 1o Defer {Lime 12 - Line 3) 5 . 5 -
14, Incremental Period Adjustment as % [{Line 12 - Line 13) / Line 1] 12723% L.7314%
15 Total Lost Fixed Cost Revenue for Curnent Period (Linc B + Line 11 - Line 13)  § 98708 § 65133
"Includes LFCR DG Reverue
Schedule 3 (A) (B) D)
Line Mo Lost Fixed Cost Reveane Calenlution Reference 18 014 LUnits
Residentinl
Energy Efficiency Savings
1L Cuarrent Period 175631 V)5
1 % of Residential Customers on Opt-Out 0.000% 0.000%
3 Excluded i e * Li = 2
4, Met - Current Period (Lime 1 - Line 3) 175,631 220905 MWh
Previous Filing, Schedule 3, Line
5 Prior Period 4, Column © 220,905 103000 MWh
[ ified - Pri i 220071 1UB734 MWh
T True-Up Prior Period {Line 6 - Line 5) (834) 574 MWh
(Previous Filing, Schedule 3, Line
L% Ci Venri : + L 328,805 JUR T3 MWh
9 Total Recoverable EE Savings (Lime 4 + Line 7 + Line &) 503,603 335373 MWh
10. Current Period 139032 MWh
1L MWh 3 56 150 _MWh
12, Net - Current Period {Line 10 - Line 11) 230,175 138,652 MWh
Previous Filing, Schodule 3, Line
13 Prior Pericd 12, Colnan C 138 652 107 MWh
", Vegifed - Prioe Period LSl a0 Mwh
15 True-Up Prior Period {Line 14 - Line 13) (3.469) 2,506 MWh
16. Total Recoverable DG Savings (Line 12 + Line 15) 226,706 141,158 MWh
17. Tional Recovernble MWh Savings (Line 9 + Line 16} TI0.M09 476,531 MWh
18, Residentinl - Lost Fixed Cost Rate  Schedule 4, Line 5, Colunm C 0073861 0 51
19, Residential - Lost Fixed Cost Revenue (Line 17 * Line 18) 5§ 5% 5 38197
Cal
Energy Efficiency Savings
20, Current Period 1 3 211508 MWh
2L MWh 3 5
n Net - Current Period (Line 20 - Line 21) 125,187
Previows Filing, Schedule 3, Line
23, Price Period 22, Columm C 149814
® Verified - Pric Poriod s MW
25. True-Up Pricr Period {Line 24 - Line 23) {1,440) (351) MWh
26. [ i i j2220 MWh
. Total Recoverable EE Savings  (Line 22 + Line 25 + Line 26) 364,347 241,649 MWH
8.
2. ules Excluded from LICR G4 MWh
E Net - Cuarrent Period (Lime 28 - Line 29) 126038 BRO3T MWh
Previous Filing, Schedule 3, Line
3. Prior Period 30, Cobumn C 88,033 o MWh
2 Verifed Prie Period loijes el wh
n True-Up Price Period {Lime 32 - Line 31) 15352 6,647 MWh
M Total Recoversble DG Savings (Line 30 + Line 33) 141,39 4680 MWL
35 Total Recoverable MWh Savings (Lime 27 + Line ) 505,737 336,329 MWh
36 C&l- Los ine 10, C: E 3 0.067923 Wh
n C&I - Lost Fixed Cost Revenue (Line 35 * Line 35) § M35 0§ 284
n Total Lost Fived Cost Revenue (Line 19 + Line 37) § B 5 SEM41
Schedule 4 ] (H) (C) (©)
Line No. Lot Fiued Cost Rate Caleubation Refe 2015 Filing 2014 Filing
Hesidentinl
L Total Fixed Revenue ($000) {Lime 1 + Lime 2) TR T
Schedule 6, Line 12, Cobumn €/
2 MWh Billed 1,000 12610002
3 Lost Fixed Cost Rate {Line 3/ Line 4) § 0.073861
C & | Customers
3 Total Fixed Revemue (Linc 6 + Line 7) S 526,625 § 526,625
Schedule 5, Line 12, Columa C /
4 __ MWh Billed 1,000 I8 7083358
5 Lot Fixed Cost Rate {Line § / Line %) 5 0067923 § 0.067923

Attachment RCS-16
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Schedule | (A) (B) (€) (C)
Line No. Reference 201, 2014
L Total Lost Fined Cost Revenue for Cusrent Period Schedule 2, Line 15 $ 72021 5 4563
Schedule 2 (A B)
wthon
1. Applicable Company Revemues LRX
2 AllowsdCap%
kR Maxinmem Allowed Incremestal Recovery. (Lime 1 * Line 2) H
4 Total Lost Fined Cost Revenue Schodule 3, Line 38, Colunn C  § BR292 § 58,041
Previous Filing, Schedule 2, Line
i Total Deferred Balance from Previous Period 13, Column C 19,501
L3 Annual Interest Rate .25 013
7. Iterest Accrued on Defered Balance (Line §* Ling §) 3 .
L8 Total Lost Fixed Cost Revenue Current Period {Lime 4 + Line 5 + Line 7) $ 107842 5 SB041
Previous Filing, Schedule 2, Line
9. Lost Fixed Cost Revenue from Prior Perbod 15, Column C § 45634 5 RO
10, Lost Fined Cost Revenue - Billed' 5 M S 1LR80
1. LFCR Balancing Account {Lime 9 - Line 10) § 7297 8 T0W
12. Total Incremental Lost Fixed Cost Revenue for Curremt Year {Lime § - Line % + Line 11) 5 69505 5 46161
1. Amount in Excess of Cap to Defer (Lime 12 - Line 3) 5 43008 5 19301
14. Incremental Period Adjustment a5 % [(Line 12+ Line 13)/ Line 1] 1.0000% 10000%
15. Total Lost Fixed Cost Revenue fior Cusrent Period (Linc 8 + Line 11 - Line 13)  § 72,021 § 45634
"Includes LFCR DG Revenue
Schedule 3 (A (B) )
_Line No, Lost Fixed Cost Revenue Calculation Reference 2015 Filing 2014 Filing _Units
Hesidential
Energy Efficiency Savings
L Current Period 175,631 0,905
2 % of Resadential Customers on Opt-Out 0.000% 0.000%
3 i (Line | *Line ) - -
4 Net - Current Penod (Line 1 - Line 3) 175,631 120,505 MWh
Previous Filing, Schedule 3, Line
5 Prior Pericd 4, Column C 220,905 L MWh
6. Verified - Prior Period 220071 JUE T3 MWh
T Trae-Up Prior Pericd (Line 6 - Line 5) (834) 573 MWh
(Previous Filing, Schedule 3, Line
B Cumulative Verifiad & Column C + Line 6) 3%, U734 MWh
9 Total Recovernble EE Savings (Lime 4 + Line 7 + Line &) 503,603 335373 MWh
Distributed Generation Savings
0. Cusrent Period 230, 134
. N 6 50 _MWh
12 Net - Current Period {Lime 10 - Line 11) 230,178 138,652 MWh
Previous Filing, Schedule 3, Line
3. Pricoe Period 12, Columem C 138,652 4007 MWh
14, Verified - Prioe Period 135183 6600 MWh
15 True-Up Price Period (Line 14 - Line 13) (3.469) 2,506 MWh
16, Total Recoverable DG Savings (Line 12 + Line 15) 226,706 141,158 MWh
17, Total Recoverable MWh Savings (Line 9 + Line 16) 730,309 476,531 MWh
18. Residential - Lost Fixed Cost Rate _Schedule 4, Line 5, Colunn C__$ 0073861 _§ 0.073861 $%Wh
19 Residential - Lost Fixed Cost Revere {Lime 17 * Line 15) 5 531 8 MW
c&l
Energy Efficency Savings
0. Current Period 19#,133 211,505 MWh
. Excluded MWh rechaction J2046 61691 MWh
n Net - Carrent Period (Line 20 - Line 21) 125,187 149814 MWh
Previous Filing, Schedule 3, Line
n Prior Period 22, Columa C 149814
4 Verified - Pri i 148374
2. Trae-Up Prior Period (Line 24 - Line 23) (1.440)
(Previous Filing, Schedule 3, Line
26. i + Li 240, 343
n. Total Recoverable EE Savings  (Line 22 + Line 25 + Line 26) 364,347 241,649 MWh
Distributed (reneration Savings
Current Pericd 1R6,458 144422 MWh
N, MWh D bod from {5 47 56, 3KG
0. Net - Current Period {Line 28 - Line 29) 126,038 8033 MWh
Previous Filing, Schedule 3, Line
3. Prior Period 30, Colwnan C BE033 2764 MWh
12, ifbed - Pri ' 13,385 11411 MWh
3. Up Prior Period {Lime 32 - Line 31) 15352 6,647 MWh
M, Total Recoverable DG Savings {Lime 30 + Line 33) 141.3% 94,680 MWh
s, Total Recoverable MWh Savings {Lime 27 + Line 34) 505,737 336325 MWh
36, C&l- Fi K 4, Line 10, Column C 0.067923 X Wh
n. CA& - Lost Fined Cost Revenue {Line 35 * Line 36) 5 M35 0§ A
38 Total Lost Fized Cost Revenue (Line 19 + Line 37) 3 BN 5 s
Schadule 4 Ay (B) <) )
Line N Lost Fined Cost Rate Cs i Reference 2015 Filing 2014 Fillng
Residential Customers —
1 Total Fined Revemse ($000) (Line 1 + Line 2) § G300 8 9313w
Schedule 6, Line 12, Colanm C /
2 MWh Billed 1,000 12610002 12 610,002
3 Lost Fixed Cost Rate (Line 3 / Line 4) 5 0073861 § 0073861
C & | Customwrs
Total Fixed Revenue (Line 6 + Line 7) § 526,625 % SIREDS
Schedule 5, Line 12, Colunn C /
4 MWh Billed L000 7753285 55
5 Lost Fixed Cost Rate (Line 8 / Line 9) S 0067923 § 0.067923
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Attachment RCS-16

Docket No. E-01345A-16-0036
ARIZONA CORPORATION COMMISSION STAFFe 17023

FIFTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY REGARDING

THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO
DEVELOP A JUST AND REASONABLE RATE OF RETURN

Staff 5.56:

Response:

DOCKET NO. E-01345A-16-0036
AND

DOCKET NO. E-01345A-16-0123
OCTOBER 4, 2016

Environmental Improvement Surcharge (EIS): Please provide

the two most recent EIS annual reports filed with the Commission
and include all supporting workpapers and Excel files.

For the 2016 EIS filing and supporting Excel workbook, please see
attachments APSRC01192 and APSRC01193.

For the 2015 EIS filing and supporting Excel workbook, please see
attachments APSRC01194 and APSRC01195.

Additionally, please note that the 2016 and 2015 filings were made
under Docket No. E-01345A-11-0224 (Decision No. 73183) on
January 28, 2016 and January 30, 2015, respectively.

Witness: Leland Snook
Page 1 of 1
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ge 18 0of 23
FIFTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY REGARDING

THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO
DEVELOP A JUST AND REASONABLE RATE OF RETURN

Staff 5.81:

Response:

DOCKET NO. E-01345A-16-0036
AND

DOCKET NO. E-01345A-16-0123
OCTOBER 4, 2016

Transmission Cost Adjustment (TCA). Please confirm that APS
has included all costs associated with transmission in the ACC
jurisdictional cost of service in the current base rate revenue
requirement determination. If this cannot be confirmed, explain
fully why not, and identify the amounts of the transmission cost of
service that would need to be reflected in the base rate revenue
requirement.

Yes, all transmission costs as of the Test Year have been used in
the base rate revenue requirement determination.

Witness: Leland Snook
Page 1 of 1



Attachment RCS-16

Docket No. E-01345A-16-0036
ARIZONA CORPORATION COMMISSION STAFF&ee 17 0f2

FIFTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY REGARDING

THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO
DEVELOP A JUST AND REASONABLE RATE OF RETURN

Staff 5.68:

Response:

DOCKET NO. E-01345A-16-0036
AND

DOCKET NO. E-01345A-16-0123
OCTOBER 4, 2016

Transmission Cost Adjustment (TCA): Please provide the

current reconciliation procedures for over and under recoveries
related to transmission costs and the TCA.

Currently, there is not a balancing account associated with the TCA
and therefore, we do not have a formal reconciliation procedure in
practice. However, several of APS’'s adjustor mechanisms currently
contain balancing accounts in which there is a formal reconciliation
process in place. To ensure that the TCA only reflects actual costs,
APS proposes that a formal reconciliation process be created for the
TCA. Specifically, as proposed in our Transmission Cost Adjustment
Plan of Administration, APS will maintain accounting records that
accumulate the difference between the calculated TCA rates as
compared to the actual transmission revenues received by the
Company through the TCA and base rates during the rate effective
period (June through May). Any difference will be recorded to the
TCA Balancing Account each month and will be provided annually in
the filing. In the event that the TCA is more or less than the
revenues collected as of the last billing cycle of May, the over or
under collection will be subtracted from or added to the TCA
calculation in the subsequent period.

Witness: Leland Snook
Page 1 of 1



Attachment RCS-16
Docket No. E-01345A-16-0036
ARIZONA CORPORATION COMMISSION STAFF#gee 20023
FIFTH SET OF DATA REQUESTS TO
ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO
DEVELOP A JUST AND REASONABLE RATE OF RETURN
DOCKET NO. E-01345A-16-0036
AND

DOCKET NO. E-01345A-16-0123
OCTOBER 4, 2016

Staff 5.69: Transmission Cost Adjustment (TCA): For each year 2012-2015
and year to date 2016, please provide a schedule that shows the
Company’s actual total transmission costs compared to what the
Company was allowed to recover through base rates and the
existing TCA. Please provide by FERC account and month.

Response: Attached is APSRC01237 that presents on a monthly basis the
revenue billed for transmission costs and ancillary services for
calendar years 2012 - 2015 and year-to-date 2016. Please note
that the year-to-date 2016 revenue billed represents eight months
of Company data and is subject to change at year end when the full
year of revenue is available and finalized. The amount of retail
transmission revenue requirement as calculated in the Company’s
filed annual FERC transmission formula rate is also identified. The
revenue requirement associated with ancillary services has been
included.

Residential revenues are booked to FERC revenue account 440 and
general service revenues are booked to FERC revenue account 442,

Witness: Leland Snook
Page 1 of 1
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Attachment RCS-16
Docket No. E-01345A-16-0036

ARIZONA CORPORATION COMMISSION STAFF#gee 23 of23
FIFTH SET OF DATA REQUESTS TO
ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO
DEVELOP A JUST AND REASONABLE RATE OF RETURN
DOCKET NO. E-01345A-16-0036
AND

DOCKET NO. E-01345A-16-0123
OCTOBER 4, 2016

Staff 5.7: Transmission Cost Adjustor. For each vyear from the
implementation of the APS TCA through the present, identify and

quantify all unreconciled differences. For each such difference explain
clearly whether it is an over- or under-recovered balance.

Response: Following are the actual transmission costs collected through base
rates and the TCA as compared to the allowed recovery calculated in
the Company’s filed annual FERC transmission formula rate by year, in
thousands, since inception. Please note that since we do not currently
have a formal reconciliation process in place for the TCA, these
amounts are approximations. Additionally, we are only requesting
recovery of prospective over- or under-recovered amounts through the
TCA and not historical amounts.

(in thousands)

Calendar Over/(Under)
Year Actual Billed Allowed Recovery Recovery
2008 $ 165,762 $ 168,171 $ (2,409)
2009 179,334 188,655 (9,321)
2010 186,847 178,716 8,131
2011 209,431 216,958 (7,527)
2012 228,783 235,366 (6,583)
2013 248,567 256,034 (7,467)
2014 252,856 260,158 (7,302)
2015 259,021 253,601 5,420
2016%* 180,804 269,945 N/A

*The 2016 amounts presented reflect a full year of costs but only a
partial year of revenue billed, thus the over/under recovery amount
will be determined at year end when a full year of revenue is available.

Witness: Leland Snook
Page 1 of 1



Attachment RCS-17 Public
Docket No. E-01345A-16-0036
Page 1 of 12

Arizona Public Service Company
Docket No. E-01345A-16-0036
Attachment RCS-17
Copies of Confidential APS' Responses to Data Requests
and Workpapers Referenced in the Direct Testimony and Schedules of
Ralph C. Smith

**Confidential Pages have been Redacted**

Data Request/ No. of
Workpaper No. Subject Confidential| Pages |Page No.
Staff 5.8 Identification, descriptions, and costs for all environmental
projects for years 2017 through 2020 for which the cost
recovery would be requested through the EIS surcharge. Yes 6 2-7
Staff 10.1 Projected cost information for the EIS, with and without the
Four Corners' SCRs. Yes 5 8-12
Total Pages Including this Page 12




Attachment RCS-17 Public
Docket No. E-01345A-16-0036

ARIZONA CORPORATION COMMISSION STAFF#@ee20f12
FIFTH SET OF DATA REQUESTS TO
ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO
DEVELOP A JUST AND REASONABLE RATE OF RETURN
DOCKET NO. E-01345A-16-0036
AND

DOCKET NO. E-01345A-16-0123
OCTOBER 4, 2016

Staff 5.8: Environmental Improvement Surcharge.

a. Show in detail how the EIS has been calculated for 2015 and
2016.

b. Identify, describe and show the costs for all projects in 2017,
2018, 2019 and 2020 for which the cost recovery would be via
the EIS surcharge.

Response: a. For detail on the calculation of the EIS in the 2015 and 2016
filings, please refer to APS’s attachments and response to Staff
5.56.

b. Please refer to Attachment APSRC01191 containing forecasted
environmental projects in 2017, 2018, 2019 and 2020, in
which recovery would be requested through the EIS surcharge.
The attachment is confidential and is being provided pursuant
to an executed confidentiality agreement.

Please note that the Selective Catalytic Reduction (SCR) direct
construction costs of approximately $400 million for these
federally mandated environmental projects are not included in
the attachment. APS seeks a cost deferral order and step
increase in rates to recover the SCR costs.

Witness: Leland Snook
Page 1 of 1



PAGES 3-12 ARE
CONFIDENTIAL AND
HAVE BEEN REDACTED



Attachment RCS-18 Public
Docket No. E-01345A-16-0036
Page 1 of 5

Arizona Public Service Company
Docket No. E-01345A-16-0036
Attachment RCS-18
Copies of Highly Confidential APS' Responses to Data Requests
and Workpapers Referenced in the Direct Testimony and Schedules of
Ralph C. Smith

**APS Highly Confidential Pages Have Been Redacted**

Highly
Data Request/ Confidential No. of
Workpaper No. Subject Information | Pages | Page No.
Woodward 2.19 Cost of meter installation per unit. Yes 4 2-5

Total Pages Including this Page| 5




PAGES 2-5 ARE
HIGHLY CONFIDENTIAL AND
HAVE BEEN REDACTED



